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LETTER OF TRANSMITTAL 


Stephen J. Spingarn, 
Commissioner. 


Federal Trade Commission, 
Washington 26, D. C., August 18, 1952. 

Hon. John Sparkman, 

Chairman, Select Committee on Small Business, 

United States Senate, Washington, B. C. 

Dear Mr. Chairman: Pursuant to tho request made in your letter 
of August 18 , 1952 , I transmit herewith a copy of the staff report of 
tho Federal Trade Commission on the International Petroleum Cartel. 

It is understood that this report will ho published by your Monopoly 
Subcommittee, which is currently holding hearings on the effect of 
cartels and monopolies on small business. If and when hearings are 
scheduled concerning our staff report on the International Petroleum 
Cartel, the Commission will be glad to designate personnel to appear 
before your committee and discuss the contents of the report. 

By direction of the Commission. 

Sincerely, 


Stephen J. Spingarn, 

Acting Chairman. 


Ill 
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PREFACE 

We are happy to have this staff report by the Federal Trade Com- 
mission on the International Petroleum Cartel. Our Monopoly 
Subcommittee, headed by Senator Long, has already held several 
hearings and issued a number of reports on monopolistic practices 
and cartel arrangements, particularly as they affect small business. 
This subcommittee was appointed in February 1952, an^ practically 
from its inception has been beleaguered by requests to investigate the 
alleged restrictive practices of the international oil industry. On April 
23, April 29, and July 16, the subcommittee — in the course of public 
hearings — ^announced its keen interc.st in the staff report of the Federal 
Trade Commission on international petroleum cartels, and expressed 
the belief that the report should be released. On July 28, a letter 
was dispatched to the White House requesting that the report be made 
public. Now that the President has approved this request, it is 
entirely appropriate that the report bo included as part of our subcom- 
mittee's series on monopolies and cartels. 

The Senate Small Business Committee has a profound and abiding 
interest in the effect of monopolistic and restrictive activities on the 
survival of independent competitive enterprise. Such activities are 
not always regional or oven national in scope. When in exceptional, 
circumstances the fate of competitive free enterprise at home is 
inextricably linked with the pattern of business operations abroad, 
this committee will not hesitate to extend its investigations so as to 
determine the exact nature of those operations. However, our purpose 
is always the same: to discover the effect of certain business practices 
and arrangements on the American small-business man and on the 
American consuming public. 

With reference to the alleged Oil Cartel, it has been the aim of this 
committee to learn (1) whether or not five major integrated American 
oil companies have joined two foreign companies in a series of inter- 
national monopoly agreements ; (2) whether or not the structure of 
international oil prices has imposed an excessive biirden on the 
economies of friendly nations, and thus on the American puUic which 
is extending economic and military assistance to those nations; and, 
perhaps most important of all, (3) whether or not the dumping of 
foreign oil in the United States, at a not cost far below the price 
charged in Europe and the Middle East, is causing injury to inde- 
pendent America.n oil producers. 

It is our hope that publication of this report will contribute rnate- 
rially to public knowledge and understanding of international butiness 
arrangements. It is a factual report and as such is subject, of course, 
to a variety of interpretations. If any interested party wishes to be 
heard, this committee will make time available so that all shades of 
opinion may be represented. Only after such hearings are completed, 
however, will our committee issue its final conclusions and recom- 
mendations on the effect of the alleged International Oil Cartel on 
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"VI PREFACE 

small businciis, in particular, and the consuming public of America, 
in general. 

I want to make it clear that this report is being published by our 
committee only after careful study and deliberation. It is my opinion 
that its release at this time is not likely to jeopardize our national 
security or undermine the aims of our foreign policy. The security 
aspect of the matter has been cleared with responsible agencies of 
Government. As to foreign policy, the goals of the United States in 
international affairs are clear: To attempt in every way possible to 
assure justice and freedom, under law, to all peoples of the earth. 
Publication c f this report will certainly not interfere with the attain- 
ment of these goals. 

There is ai; other important reason for making this report available, 
and that is to subject the activities of great concentrations of economic 
power to the spotlight of publicity. 

It has long been the public policy of the United States to supple-' 
ment the legal provisions of the antitrust laws with broad, fact-finding 
powers. The fundamental purpose of fact-finding is to prevent the 
abuse of power. Where power exists there also exists the possibility 
of its abuse. Some two decades ago the Federal Trade Commission, 
through an econoniio investigation, restrained the abuse of power by 
the private ubiUty holding companies. Today the power of the inter- 
national oil companies is so vast as to invite its abuse. By focusing 
the spotlight of publicity on the activities of these oil companies, 
the present report of the Federal Trade Commission, like the earlier 
investigation of the utility companies, should prevent any possible 
abuse of power, either at home or abroad. 

The Senate Small Business Committee believes that it is the basic 
philosophy oE the United States to oppose vast monopolistic con- 
centrations of economic power. Practically alone among the great 
nations of the world, the United States — through fact finding and 
through enfoicernent of its antitrust laws— endeavors to hold in check 
the power of giant , organizations. Whether privately or publicly 
owned, such organizations carry with them the inherent possibility 
that their overwhelming power may be abused to the' detriment of 
the people. The Senate Small Business Committee, in publicizing 
the operations of the international oil companies, wishes to reaffirm 
the determination of the American people that American companies, 
whether at heme or abroad, shall so conduct themselves as to promote 
the interests of all people everywhere. 

The Senate Small Business Committee, in issuing this report, is 
expressing its faith in Justice Brandeis’ belief that sunlight is the best 
of disinfectants and electric light the most efficient policeman. 

John SparkmaNj 

Chairman, Select Committee on Small Business. 

Washington, D. C., August 22, 1952. 
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INTERNATIONAL PETROLEUM CARTEL 


INTRODUCTION 


On September 19, 1944, the. Federal Trade Commission passed a 
^^Olutiop^dhocting its economic staff to conduct a long-range in- 
yestigation of international cartels. 

The resolution stated in part that; 

Whereas the Federal Trade Commission .\ot authorizes the investigation of 
trade conditions in and with foreign countries where associations, combinations 
or nraetices of manufacturers, merchants, or traders, or other conditions may 
affect the foreign trade of the United States; and to report to Congress thereon 
* * * and 

Whereas there is evidence that agreements detrimental to the trade commerce . 
and security of the United States existed prior to the war, Ixitwcen German and 
American, British and American, German and British, and lietween industry 
groups in other nations * * * 

% *• * * * * * 


Now, therefore, lie it ... .. , a., 

ifesolwd, That the Federal Trade Commission * * * herewith directs the 

chief economist to ma.ke an investigation and inquire into — 

The practices, arrangements, agreements, and operations of manufacturers, 
merchants, or traders operating in export trade. 

The effectiveness of the said agreements, arrangements, and associa- 
tions * * * 

* * * * * . * 

The effects resulting from the operations of foreign cartels or other combina- 
tions of foreign manufacturers,' merchants, and traders upon the export trade of 
the United States of -America and the American consumer. 


Under that general resolution the Commission has prepared and 
issued reports dealing with international cartels in seven major indus- 
trial fields. These reports are as follows: 

Year 

1. International Phosphate Cartels 

2. The Copper Industry . 

3. The Sulphur Industry and International Cartels 

4. International Electrical Equipment Cartel - 

5. International Steel Cartels 

6. The Fertilizer Industry 

7. The Internationa] Cartel in the Alkali Industry 1900 


The Commission felt that the basic purpose of its resolution of 1944 
would not have been accomplished without the preparation of a report 
on one of the most important of the international cartels ^the inter- 
national petroleum cartel. To facilitate the preparation of this report, 
the Commission on December 2, 1949, passed a supplemental resolu- 
tion calling for an investigation of the international cartel in this 
specific industry. This resolution provided as follows; 

Whereas the petroleum industry is one of the largest and most important 
industries in the United States; . 

And whereas this industry is very highly concentrated, with the preponderance 
of total assets, proved reserves, crude production, and refining capacity held by 
a relatively few large companies; 
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2 THE INTERNATIONAL PETROLEUM CARTEL 

And whereas it is reported in authenticated, secondary sources that over a 
long period of tears American petroleum companies operating in foreign countries 
have entered into restrictive agreements among themselves and with petroleum 
companies of other nations, many of these agreements having reportedly been 
recently extended and reinforced; 

And whoread such restrictive agreements are reported to have had the effect of 
restraining trade and of affecting prices of petroleum and petroleum products in 
the United States; ■ 

And whereas this problem has been intensified by the importance of recent 
discoveries of cil in foreign nations : Now, therefore, bo it 

Resolved, That the Federal Trade Commission, in the exercise of the powers 
vested in it by section 6, paragraphs (a), (b), ahd (h) of the Federal Trade Com- 
mission Act, and with the aid of any, and all powers conferred upon it by law do 
foifchwibh proceed to make an investigation of agreements entered into bv Ameri- 
cmi petroleum companies among themselves and with petroleum companies of 
other nations m connection with foreign operations and with international trade 
m petroleum and petroleum products and of the relationship of such agreements 
to domestic trade in and pricing practices of the American petroleum industry 
and thftt th6 D. rector of tho Bureau of Industrial Economics be hereby authorized 
to conduct suoli investigation on behalf of the Commission. 
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edecessors, the present report, which was thus prepared 
[•al resolution of 1944 and a specific resolution of 1949, is 
iptivG and fact finding in character. It contains sum- 
i facts presented but no recommendations. These sum- 
esented at the end of each of the report’s 10 chapters, 
petroleum companies voluntarily submitted to the Com- 
in agreements made subsequent to the date of the Com- 
pona, since, in the opinion of this company, these agree- 
ght upon the meaning of some of the documents sub- 
} discussion in tho report makes reference to this supple- 
aation; but otherwise the analysis of the subpenaed ma- 
; sought to take account of developments subsequent to 
de subpenas nor of any new agreements that may have 
into subsequent to that date. 
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CHAPTER I 


THE WORLD’S PETROLEUM RESOURCES 

Potroleum is an exhaustible natural resource; it is of fundaniental 
imnStanSj to all phases of industrial actmty and mdispensablo to 
industrial progress. At times it has been the subject of competition 
aTd rivalrr n?oro frequently it has been the subject of agreement and 
rnterniSal arrangements. Over the years an international 

petroleum industry has developed, not only because of the importance 
of petroleum products, but also because these products are so stand- 
ardized as to have almost universal acceptance, irrespective of the 
source of the crude from which they are derived. 


world’s reserves 


The world’s petroleum reserves arc concentrated in a few countries 
As of January 1 1049, these reserves, excluding those of Russia, were 

^stimatd'aM.y billion l^arrels, of -l-^^ed 'Stc^' Cruek 
fto billion barrels were in six countries; United states, Venezuela, 

Iran Iraq Kuwait, and Saudi Arabia. The following table shows the 
SSiaSd proved reserves by geographical areas and by countries. 

Tabi.t? 1.— Estimated crude petroleum reserves S or world hy areas and principal 
'Yi'i'nrf/iir.i'n.n aMJ/fitTiGS . J (XTl. 1, 1^4^ 


[In thousands of barrels] 


\ 

Areas and principal countries 

Estimated 

reserves 

Percent 
of world 
reserves 

North America: 

28, 000, 000 

850. 000 

500.000 
3,000 

35. 75 
1.09 
.64 




29, 353, 000 

37.48 

South America ; 

9, 000, 000 

300. 000 

250. 000 

250. 000 

160.000 
70, 000 

, 11.49 
.38 
.32 
.32 
.21 
,09 

Colombia 

other -- 

10, 030, 000 

' 12. 81 

Europe (c.™ludmK D. S. S. R. and countries under its control):^ __ 

Austria 

75, 000 
50, 000 
45. 000 
9, 000 

.10 

.06 

.06 

.02 

Germany 



179, 000 

.24 

Afri^: 

120, 000 

; 2,000 

.10 



■ 


122,000 

.16 


5 
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mated crude petroleum reserves for world, by areas and vrincivnl 
producing countries, Jan. 1, 1^40— Continued Vnncipal 

[In thousands of barrels] 


Middle East: 

Kuwait 

Saudi Arabia.. 

Iran 

Iraq.. I 

Qatar 

Bahrem 

Other 


Total... 


Ear East: 

Netherlands Eak Indies.. 
British Borneo. 

Burma 

New Guinea.. 

Other 


Total.. 


Total above ccrantries. 
Total world. 


Source: DeGolyer 


The distribi 
regions is as 


ffld MacNaughton, Twentieth Century Petroleum Statistics, 1049, p. 4, 


follows'*^^ reserves among the major geographical 


Middle East 

North America 
South America. 
Russia and its 

Ear East 

Western Europe 

Of the worlc 
can companies 
controlled rest: 

The most 
have been in 
Canada are o 
reserves of thi" 
the Middle Ea& 
plier of oil in 


Crude petro]| 
7 countries ac 
duction. TheA 
Iran, Saudi Aj-i 
of Russia and 
countries prodiii 


^ The estimates on wA 
the expertness of thoseFj 
for well-developed ficldb 
die East. 

2 World Oil, July 15, 
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Areas and principal countries 


Estimated 

reserves 


10, 950, 000 

9. 000. 000 

7. 000. 000 

5. 000. 000 

500. 000 

170. 000 
76, 000 


Percent 
of world 
reserves 


32, 696, 000 


1 , 000, 000 
150, 000 
50, 000 

50. 000 

67. 000 


1, 317, 000 

73. 697. 000 

78.322.000 


13. 98 
11.49 
8. 94 
6. 39 
,64 
.22 
,08 


41. 74 


1.28 

.19 

.06 

.06 

.09 


1.68 


94. 11 
100. 00 


European satellite>s _ 


Percent 
. 42 
. 37. 5 
. 12 . 8 
. 7 


less than I-IIII.IIII' ' — g 

’s totd crude reserves, including those of Russia, Ameri- 
> control approximately 63 percent, and if Russian- 
Tves are excluded, the share rises to about 67 percent 

reserves in recent years 
and m Canada. New discoveries in 
>^peetcd to add more than 1 billion barrels to the total 
t country, while the tremendous now discoveries in 
tji the most prolific potential sup- 


PEINCltAL CRUDE PRODUCING AREAS OF THE WORLD 


eum is produced in more than 40 countries, but in 1949 
icounted for about 85 percent of the world's total pro- 
™ the United States, Venezuela, 
S I.™q. If the production 

Russian-controlled countries is excluded, these seven 
iced more than 92 percent of the world’s crude in 1949. 


mre more dependable than those for nowly op&ehis?“ach as fLsein 

1950, p. 65. 
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The production ' of crude is concentrated in three gec^raphical 
areas; North America, South America, and the Middle East, in 
North America, the principal producers are the United States, ^exico, 
and Canada. In 1949, these three countries produced more than 57 
percent of the world’s total crude. . j 

Table 2 gives world production in 1949 by country and by geo- 

^'^^e^United States has long been the world’s most important pro- 
ducer of crude petroleum, and has maintained a relatively constant 
proportion since the turn of the century. For soVeral years produc- 
tion in the United States has averaged about 60 percent of world 
production. In 1949, however, this percentage declined to 54.7 

^^In™949 production in the United States averaged about 5 million 
barrels per day from more than 449,000 wells, or an average produc- 
tion of approximately 11 barrels per day per well/' In the average of 
barrels per well per day, the United States ranlis far below most other 

important oil-producing countries, . . , , , i j u j 

In 1949, Mexico produced about 60 million barrels of crude, and had 
seventh place among the important oil-producing countries of the world. 

Peak production in Mexico was reached in 1921, with 193 million 
barrels At that time Mexico was the second largest crude producer 
in the world. However, production declined ™pidlv andjoaohed_ a 
low of 33 million barrels in 1932. Since the end of World War 11, 
production in Mexico has increased from 43 million to more than 60 , 

million barrels annually. Daily output per well averaged about 160 
barrels in 1949,^ nearly 15 times that of the United States. 

3 World Oil, July 16, 1980, p. 54. 
t Ibid., p. 44. 


« 
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Table 2. — World crude oil production, 1949 
[Annual average In thousands of barrels dally] 


> Included with India! 
Source: The Oil and 


Canada is a 
producing counl 
covered in Cal: 
development of 
rate of 59,000 
percent over 193| 


c 

ountry 

1949 

1948 

1939 

- Percent increase 

1949 ovoi 
1948 

* 1949 over 
1939 

Canada 




21.6 

.3 

81.5 

33.3 

- — ■ 

Cuba 



OA, u 

174.4 

Mexico.. 




33.3 

United States... 




8, 465.6 

4. 6 

41.7 

Total North Ai 

aerlea 



—8. 6 

46.6 

5,269.2 

6, 704. 3 

3,606.1 

-7.6 

46.1 

... 


Bolivia 


63.0 

64. 8 

61. 1 

“2.8 

23.3 

Brazil., 


.3 

.4 

.6 

38. 4 
“26.0 
26,8 

200.0 

Ecuador 


82.3 

64.9 

65.5 

25.6 

Peru. 



/. 0 

6.3 

37.1 

52.8 

566.0 

4.8 

16.9 

Trinidad 




5. 6 

9.2 

Venezuela 



1,338.8 

2.9 

7,0 

Total South An 

lerlca 


“1.4 

133.2 

1,671.7 


779.4 


101. r 




. 1 

French Morocco 


1.1 

.4 

1.1 

.2 

1.4 


21.4 

Italy.. 

Netherlands 


16.3 

.2 

11.8 

42.9 

1 .9 

12.1 

.2 

9.4 

36.0 

.9 

12.3 

.3 

34.7 

32.5 

-33.3 

Egypt 

United Kingdom 


12.8 

25. 5 
19.2 

238.2 

Total Europe at 

d Africa 

73.0 


26.8 

22.9 , 





174.6 

Iran 


30.0 

29.8 

20.8 

.7 

44.2 

Iraq 



518. 6 

214.0 

84.3 

6.5 

167.9 

Kuwait 


- 345.0 

127.2 

16.3 

92.6 

“.4 


kSt 

475.0 

390.0 

10.8 

21.7 

4, 298. i 

Total Middle Ei 

1,386.0 


329. 9 

21.8 

— 




320. 1 

Burma 

India 


68.0 

.5 

5.3. 

56.0 

.5 

5.3 

19.5 

21.6 
6.4 

23.6. 

248.7 

-97.7 

Indonesia... 

Japan 


1.8 

112.0 

1.8 

86.6 

170.5 

29.3 

“34, 3 

New Guinea 


4.9 

.4 . 

7.3 

■ 19.4 

1,125.0 
50.0 . 

-49. 3-- 



1.8 

1.2 

(') 


Total other Asia 

(Far East) 

198.0 


225.3 

28.7 

-12. 1 

Total (loss Russi 



i and Eastern Europe) . 

^498.0 

8, 620. G 

4, 966.5 

-1.5 

71.1 

Austria 


2.5 

1.0 

2.6 

3.4 

150.0 

-3.8 

Czechoslovakia 




5. 9 

429.4 

Hungary 




. 3 

80.0 

200.0 

Poland 




3.0 

5.0 

250.0 

Rumania 


86.0 

93.4 

10. 7 - 


“74.8 

Russia 


125.0 

“7.9 

“31.2' 

Yugoslavia.. 


2.5 

1.0 

605.0 

150.0 . 

15.0 

14.0 

Total Russia and 

Eastern Europe. . 

813.1 

725.6 

750.0 

12.1 

8,4 

Total world 





5, 716.5 

-.4 






62, 


prior to 1047. 

Gas Journal, Jan, 26, 1980, p. 206. 


relatively now addition to the list of important oil- 
pncs. Smco 1947, many now oil fields have been di.s- 
“m discoveries, coupled with additional 

older fields, enabled Canada to produce at an average 
t|arrcls per day in 1949. This was an increase of 174 
[9, and 81.5 percent over 1948. As additional pipelines 
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and refineries are constructed, and as the now fields are extended and 
developed, further increases in production may be realized. 

Ranking second to the United States in production of crude is 
South America, especially the Vcnezuclan-Caribbean area. In addi- 
tion to Venezuela, which produced at the rate of about 1,320,000 
barrels daily in 1949, crude oil is produced in significant amounts in 
Colombia, Argentina, Peru, and Trinidad. The total crude output of 
the latter four countries averaged 240,000 barrels per day in 1949. 
Total production in South America accounted for more than 16 percent 
of the world’s output in 1949.® 

Production per well in the Venezuela -Caribbean area is generally 
much higher than in the United States, and is exceeded only by the 
wells of the Middle East: In 1949, the average production per well 
per day in Colombia was 69 barrels, in Argentina 47 barrels, in 
Trinidad 25 barrels, in Peru 11 barrels, and in Venezuela— South 
America’s most important crude producer — 200 barrels.® t. t- i 

The third important area of crude oil production is the Middle 
East, which includes Iran, Iraq, Saudi Arabia, Kuwait, and Bahrein. 
In 1949, about 15.6 percent of the world’s crude output was obtained 
from this area. The average daily rate of production for the five 
most important Middle East countrios_ was close to 1,400,000 barrels 
daily. ^ Although oil was produced in the Middle East prior to 
World War I, it is only since World War II that the Middle East hag 
developed into an important potential supplier of the world’s crude. 
The vast potential of this area is indicated by the fact that total 
production in 1949 came from only 287 wells, with an average output 
per well per day of 5,143 barrels. In Iraq, the average production 
per well per day was no less than 11,200 barrels, in Iran 2,190 barrels, 
in Saudi Arabia 6,083 barrels, and in Kuwait, almost 4,450 barrels. 
By drilling more wells and building more pipe lines, the Middle East 
could undoubtedly become the leading oil producing area of the world. 
Despite the difficulties in obtaining supplies and equipment during 
World War II, production increased 320 percent between 1939 and 
1949. 

In the Far East, the important producing countries are the Nether- 
lands East Indies and British Borneo, which, however, produced m 
1949 only about 2 percent of world production.® This area has not 
fully recovered from war damage, and during the past year political 
disturbances have hampered operations. i j v 

Russia and Eastern Europe, including Rumania, produced about 
8 percent of the world’s crude in 1949, nearly all of which was used by 
countries under Soviet influence. • j • j 

Although the world’s production of crude petroleum is derived 
from the same areas and countries that have the crude reserves, a 
comparison of the distribution of reserves with crude production in 
1949 reveals wide disparities in the relative positions of some countries, 
as is indicated in table 3. . 

It will be seen from table 3 that some countries are drawing on 
their reserves at a much faster rate than others. For example, m 


B Ibid., p. 54. 

! Estlm^tos^of production do not always agree. World Oil, July 16, 1950, gives tl.e average daHy produc- 
tion of the Middle East (including Iran, Iraq, Saudi Arabia, Kuwait and Bahrein) as l,U8,m barrels, while 
the Oil and Qas Journal, .January 26, 1960, gives production for the same countries as 1 ,386,000 barrels daily. 
> World Oil, July 16, 1950, p. 64. 

• Ibid., p. 42. 
i» Ibid., pp. 42-1.3. 
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1949, the United States produced about 55 percent of the world’s 
crude but held only 35.8 percent of the world’s crude reserves. The 
percentages of world production by Venezuela and Mexico also 
exceed their respective percentages of world reserves. On the other 
hand, Kuwait and the other major holders of reserves in the Middle 
East had a percentage of world production much below their per- 
centage of world reserves. The Middle East, however, is developing 
rapidly, and its reserves, as well as its annual share of the world’s 
crude production, are expected to increase in the future. 

WORLD CRUDE OIL REPINING CAPACITY 

A country’s ability to convert crude petroleum into usable products 
is indicated by its refining capacity. The statistical picture of refining 
capacity, crude runs to stills, and production is presented in table 4, 
by country and by geographical area for the year 1949. 


Table 3. — Percent of world crude reserves and 'production, 1949 


Country 

Percent of 
, estimated 
world 
reserves ^ 

Percent of 
world crude' 
production 2 


36,8 

64. 66 


14.0 

2. 67 


11.6 

13. 58 


11.6 

6. 10 - 


8.9 

6. 08 


6.4 

.94 


1.3 

.21 


1.1 

1.80’ 


90.6 

85. 09 


9.6 

14.91 


100.0 

100. 00’ 





1 Source; DoGolyor and MacNaughton, Twentieth Century Petroleum Statistics, 1949, p. 4. (For com- 
merits on the accuracy of those estimates see p. 3, footnote 1.) 

2 Source: World Oil, July 16, 1950, p. 42. 


Table No, 4. — World crude oil refining capacity, crude runs to stills and production y 
194^, hy country and geographical area 

' [In thousands of barrels dailyj 


Country 

Crude refin- 
ing capacity 
barrels daily 
as of July 1, 
1950 1 . 

Crude runs 
to stills 1949 2 

Production 

19492 

North America: 

341, 550 

263, 216 

• 67, 662 


6, 080 

6, 389 

477 


201, 190 

136, 003 

166, 877 

United States _ 

6, 760, 000 

6, 330. 189 

6, 041, 937 

Total - 

7, 298,820 

5,734,797 ^ 

6, 260, 852 

South America and Caribbean: 

129, 800 

100,000 

62, 907 


2, 790 

1,658 

1, 858 


3, 615 

1, 622 

299 


360 


301 


30, 900 

23, 167 

81, 43 a 


6, 700 
657,000 

4, 340 
696, 406 

7 , 17 a 

Netherlands West Indies — 



See footnotes at end. of table, p. 11. 
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Table No. 4. — World crude, oil refining capacity, crude runs to stills and production, 
1949, by country and geographical area — Continued 

(In thousands of barrels daily] 


Country 

Crude refin- 
ing capacity 
barrels daily 
as of July 1, 
1960 1 

Crude runs 
to stills 1949 2 

Production 
1949 2 

South America and Caribbean— Continued 

34,900 

33, 660 

40, 621 


99,000 

80, 310 

66, 485 


25, 000 

18,973 

, . 

Venezuela - 

287, 950 

145, 389 

1,321,414 

Total - - 

1, 276, 915 

1,100, 623 

1, 572, 384 

Western Europe: 

16, 600 

7, 263 



666 

603 



' 293, 100 

230, 879 

1,120 


71, 070 

33, 863 

le; 293 


128, 280 

60, 729 
53, 425 

195 


63, 600 

11, 819 


7,000 

6,378 

8,948 



24, 800 


United Kingdom 

206, 680 

120, 712 

926 

Total — 

801, 585 

621,860 

30, 359 

Middle East: 

166,000 

153, 589 

30, 096 


47, 000 

42, C60 

43,458 


672, 100 

487, 118 

807, 238 


9, 600 

6,116 

84, 032 


83. 000 

11. 000 

1,616 



6, 236 



2, 055 
476, 734 


140,000 

126, 767 

Turkey - 

1,400 

142 

260 

Total - 

1, 029, 000 

824, 244 

1, 444, 773 

Other Asia: 

19, 000 

4,364 

2,060 


12, 800 

7,668 

8,274 


61, 127 

3,610 

. 3, 707 

Total- - - 

82, 927 

15, 632 

14, 041 

Other Africa: 

23, 600 

11,482 



800 

290 

373 


2, 000 




26, 400 

11,772 

373 

Oceania: 

17, 600 

10, 969 

3 

British Borneo 

-35, 000 

(175, 860) 

68, 789 

8 123, 101 

Indonesia..,. - 

146, 300 



198, 900 

186, 819 

191,893 

Total above countries - 

10. 714, 547 

8, 395, 648 

8, 520, 674 

U. S. S. R. and Eastern Europe: 

675,000 

640, 000 

658, 000 


209, 235 

131,096 

130, 068 

Total - 

882, 235 

771, 096 

788,068 

Switzerland, Norway, Korea 

7, 850 




11,606,632 

9,106,644 

9, 308, 742 


■ 



1 Source; World Petroloum Annual Reflnery Review 1950, vol. 21, No. 8. 
» Source; Bureau of Mines. World Petroloum Statistics, 1949. 

8 Includes production of New Guinea. 
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As the tatlc indicates, the three leading refining centers of the world 
are the Unitsd States, the Venezuela-Caribbean area, and the Middle 
East. In 1149, 58 percent of the world’s refining capacity was in the 
United States, about 8 percent in Venezuela and the Netherlands 
West Indies, and nine percent in the Middle East. Excluding 
U. S. S. R. £,D.d eastern Europe, more than 86 percent of the world’s 
refining capscity was located in these three important refining areas. 

! These areas are all important crude producing centers, with the ex- 

; ception of tlio Netherlands West Indies, which produces no oil but 

refines largo quantities of crude imported from Venezuela and other 
South Ameri can producing countries. ' 

In the Middle East, large refineries are located on the Persian Gulf 
at Abadan, Bahrein, and Ras Tanura. At the eastern end of the 
Mediterranean are refineries at Haifa and Tripoli, which operate on 
crude from Ihe Middle East fields. Since the Middle East is not a 
large consunnr of oil, the products from these refineries must neces- 
sarily move jO other parts of the world— principally Europe and the 
Far East. 

Western Europe held in 1949 approximately 7.5 percent of the 
world’s refining capacity. The total refining capacity of its 82 re- 
fineries was less than that of the three large refineries in the Nether- 
lands West Indies. However, since World War II, there has been a 
tendency to increase the capacity of the European plants. Since 
western Eurepo is not an important producer of crude, practically all 
of its refineries operate on imported crude. Thus, while total refinery 
runs to stills i n this area were about 522,000 barrels daily in 1949, pro- 
duction of crude in the area was only 30,000 barrels per day. 

Exactly the opposite condition exists in South America and the 
Middle East. There, refinery runs in 1949 were less than daily 
crude production, indicating exportation of crude. 

In 1949, t lie United States had refinery runs of almost 300,000 
barrels per day in excess of crude production. Barring any reduction 
in crude stocim, the excess of crude runs is an index of the volume of 
crude imports. 

Only a small .percentage pf the world’s refining capacity is -locatod 
in the Par East. This part of the world is neither an important 
producing nof consuming area, and refining capacity is about equal 
to crude procluction. 

WORLD PETROLEUM CONSUMPTION AND SUPPLY 

Just as the geographic pattern of reserves differs from that of 
production, and the pattern of production differs from that of refining, 
so also does the pattern of consumption differ fromi the other variables. 

The . geographic differences in “demand” and “supply,” which are 
synonymous terms in the petroleum trade foi: consumption and 
production, are indicated in table 5 for the years 1947 and 1949. 

Thus the table reveals those areas of the world which consumed more 
oil than they produced, as well as those areas which produced in 
excess of domestic needs. 

The only two areas of the world that produced more petroleum 
than they coijisumed in 1947 and 1949 were the Caribbean and the 
Middle East. All other areas were dependent upon the surplus- 
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CHART 2. 

WORLD CRUDE RUNS TO STILLS AND 
REFINING CAPACITY 
BY GEOGRAPHIC AREA 

(in barrels, daily} 


11,000,000 


10,000,000 


0,000,000 


6,000,000 


7,600,000 


7,000,000 


6,500,000 


6,000,000 


6,500,000 


5,000,000 


4,500,000 


4,000,000 
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producing regions to make up tho balance between their consumption 
and production. These deficit areas were Europe, Africa, the Far 
East and Oceania, and parts of North and South America. 

One of the most striking developments revealed in table 2 is the 
rise of the Middle East as an important supplier of the world’s petro- 
leum needs. In ,1947, the Middle East had an excess of supply over 
consiunption of about 671,000 barrels daily; by 1949, this excess had 
nearly doubled, reaching 1,191,000 barrels daily, which was almost 
enough to surpass the Caribbean area as a surplus producer of 
petroleum. 

In the United States in 1949 consumption exceeded domestic 
supply by about 322,000 barrels daily, whilo in 1947 consumption and 
supply were approximately equal. 

Taking the major producing areas as a whole, in 1949 tho United 
States, the Caribbean, and tho Middle East supplied 85 percent of the 
world’s oil but consumed only 64 percent. Thus a surplus of 21 per- 
cent, or about 2,120,000 barrels per day, was available for the deficit- 
producing countries. 

Table 5. — Pelroleum demand and supply hy areas, 19^7 and 191,9 
[In thousands of bands dally] 


1949 ■ 

tFnltcd States. 3,792. 

Other North. America... ..1 478. 

Total, North Amerjca 6,270. 

Caribbean area 212. 

Other South America 397. 


Total, South America.. 


Europe (excluding tl. S. S. B.). 

Africa 

Middle Bast 

Ear East and Oceania 


Total, world (exdudingU. S.'S. R,). 9,040.3 

19^7 

I7iiltod States. 6,449.2 

Other North America 487. 3 

Total, North America 6,936. 6 

Caribbean area. 181. 6 

Other South America 262,3 


Total, South America.. 


Europe (excluding TJ. S. 0. R.) 

Africa - 

Middle East 

Far East and Oceania.. 






Percent of world 



Excess of 

Excess of 

supply 

Domestic 

Domestic 

supply 

demand 



demand > 

supply 2 

over 

over 





flemaud 

supply 

Domestic 

Domestic 





demand 

supply 

3, 792.4 

5, 470,4 


322.0 

59.42 

66.70 

478.2 

232.2 


246.0 

4.91 

2.36 

6,270.6 

B. 702.6 


668.0 

64.63 

68.06 

212.0 

1,464.1 

1, 251. 2 


2. 18 

14.91 

397.5 

117.8 


279.7 

4.08 

1.20 

610.4 

1, 681.9 

971.5 


6.26 

18. 11 

1,226.7 

176.2 


1, 050. 5 

12. 59 

1.79 

236.8 

44.5 


192.3 

2.43 

.46 

211.8 

1, 402. 9 

1,191.1 


2.17 

14.29 

484.0 

205.7 


278.3 

4. 97 

2. 10 

9, 040,3 

9, 113.8 

73.6 


92. 7S 

92.80 

6, 449. 2 

6, 449. 2 

■ 


62.36 

62.02 

487.3 

176.8 


. 310.6 

6.58 

2.03 

6, 936. 0 

B, 626. 0 


310.5 

67. 94 

64.65 

181.6 

1,318.4 

1, 136. 8 


2. 08 

15.15 

262. 3 

106. O’ 


isB.s 

3.00 

1.22 

443.9 

1,424.4 

980,5 


5.08 

18. 37 

1,010.6 

101.9 


848.7 

11.67 

1.86 

180. 3 

26.6 


163.8 

2.06 

.30- 

168.8 

840.3 

671.5 


1.93 

9.66 

419.5 

70.6 


349.0 

4.80 

.81 

8, 169. 6 

8, 149.6 


10.0 

93.38 

93.65 


Total, world (excluding IT. 8. S. R.)- 8,169.6 


J ''Demand,” as used by the Industry trade press, equals consumption plus or minus additions to or 
subtractions from stocks. 

^ Includes production of crude oil, natural gasoline, and syiithetlo products.' 

^uroe: O. J. Bauer, petroleum economist, Standard Oil Oo. (New Jersey), published in World Oil., 
July 16, 1950, p. 40. 
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Excluding tho U. S. S. R., the United States is the only important 
industrialized country which is able to supply its own petroleum 
needs. Many of the major crude-oil-producing countries are not 
highly industrialized and, therefore, have a limited demand for 
petroleum. Typical of such countries are the nations of the Middle 
East and South America. The converse is true of most of tho coun- 
tries of Western Europe and Canada (the latter prior to recent dis- 
coveries), which are highly industrialized but produce little pe- 
troleum. 

THB PATTERN OP INTERNATIONAL TRADE IN PETROLEUM 

In tho preceding sections it has been shown that the geographic 
distributuin of tho world’s petroleum production differs widely from 
the goographic distribution of consumption. This wide disparity 
has given rise to a rather well defined pattern of international trade 
in the ind ustry. 

The principal movements of crude petroleum in international trade 
are shown for 1948 in table 6. 

It will be seen that in 1948 there were three dominant movements 
of crude— all, of course, from surplus areas. From tho United 
States, the principal crude movements were to Canada, Cuba, Argen- 
tina, France, and the United Kingdom. From Venezuela and Colom- 
bia, large quantities of crude moved to the Netherlands West Indies, 
United States, and Europe, with small amounts going to Africa, 
Argentina, and Uruguay. The third major international movement 
of crude \^s from Iran and the Persian Gulf “ to North and South 
America, Europe, Africa, and Asia. 

11 In precodinglsections Iran and the Persian QuU are incltidod under the more general term “Middle 
East.” 1 
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WORLD PETROLEUM “DEMAND"* AND PRODUCTION 

BY GEOGRAPHIC AREA, 1949 

/■ in thousands of barrets dotty) 
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0 

♦ ‘TJemand" as used t>y the Industry trade press equals consumption 23541 0 - 52 (Face p. 14) 

plus or minus additions to or subtractions from stocks. 
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Tlio movement of crude from the Persian Gulf to North America 
(United St ates and_ Canada) is a relatively new development in the 
general pattern of international trade in crude. In 1948, about 2,3 
million bai rcls of crude moved from the Middle East to the United 
States anc. Canada, representing approximately 12 percent of all 
crude exported from the Middle East. 

As would be expected, the interaational movements of crude are 
from the pi'oducing areas to countries which have the refining capacity 
to convert crude to products, rather than to the important consuming 
countries. Thus a considerable proportion of the international trade 
in petrolerm moves indirectly to the consuming countries by way 
of those arsas which possess refining facili ties'. 'R dfining facilities arc 
frequently located where neither production nor consumption of 
petroleum is important. For example, in 1948, large quantities of 
crude produced in Venezuela were exported to the Netherlands West 
Indies for lefining, with the products then exported to the consuming 
countries. In 1948, Venezuela exported 437,700,000 barrels of crude 
petroleum. Of this total, 270,992,000 barrels, or approximately 62 
► percent, wmt to the Netherlands West Indies, which is neither an 

important producing nor consuming area. Since most of the refined 
products derived from this crude must he moved to consuming areas, 
theu-esult is a coiTosponding increase in the volume of international 
trade. 

Similarly, the inovements.of crude from: the Persian Gulf to Bahrein 
Island and Palestine; (as shown in table :6) , are movements to refining 
centers, rather than to consuming areas. From these refineries, 
finished pet roleum produqts are shipped to Europe and Asia. 

Another type of movement is the shipment of crude to countries 
which are important consumers of petroleum products, have consider- 
able refining capacity, but are deficient in crude production. In 1948, 
France hac. about 50 percent of the refining capacity of Western 
Europe, bu t its crude production accounted for only about six-tenths 
of 1 percent of refinery runs. About 72 percent, or roughly 40 million 
barrels, of the imports on which France depended came from the 
Middle East; while 28 percent, or approximately 14.5 million barrels, 
came from the United States and Venezuela- — primarily from the 
latter.*^ 

Since Franco’s refinery output could not- satisfy her requirements, 
these impoi’ts of crude were inadequate. As a result, France im- 
ported approximately 7 million barrels of refined petroleum products 
(motor gasoline and distillate fuel oil)-^prinGipally from the United 
States and }ho Persian Gulf.'® 

The flow of refined products is shown in table 7, which reveals three 
principal exporters of refined products : the United States, Netherlands 
West Indies and Venezuela, and the Persian Gulf. As importers, the 
major geographical areas stood, in order of importance, as follows: 
Europe, Asia, North America, Africa, Oceania, and South America. 
The princii»al movements of refined products wore: (a) from the 
United States to other North Amei’ican countries, to South America 
and Europ e, with small quantities to Oceama, Asia, and Africa; 

« Bureau of Mines, International Petroleum Trade, May 31, m9, pa J27-128. 

« iDld., P. 119. 
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EXPORTS OF CRUDE PETROLEUM 

FROM 

MAJOR EXPORTING AREAS. 1948 

(In thousands of barrels) 
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Total 
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(b) from the Netheriaiids West Indies and Venezuela to North and 
South America, Europe', and Africa; (c) from the Persian Gulf to^ 

Europe, Asia, Africa, and Oceania. c / j' 

In summary, there are four principal movements ol petroleum ancl 
its products: (1) Crude from producing areas to consuming areas; 

(2) crude from producing areas to refining centers which are not con- 
suming areas; (3) refined products from such refinery centers to con- 
suming areas; and (4) refined products from producing areas with 
refinery facilities to consuming areas. 
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EXPORTS OF PRINCIPAL 
REFINED PETROLEUM PRODUCTS' 

FROM 

MAJOR REFINING AREAS, 1948 

(In thousands of barrels) 
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CHAPTER II 

CONCENTRATION OF CONTROL OF THE WORLD 
PETROLEUM INDUSTRY 

The petroleum industry consists of several separate but related 
physical operations. The first is exploration^ and discovery of oil. 
Once crude oil is discovered, it has to be produced — that is, extracted 
from the ground — and transported to a refinery which converts, the 
crude into usable products. In some cases refineries are located near 
the source of production; in others, the oil is moved several thousand 
miles before it reaches a refinery. From the refinery the finished 
products are moved to various sales outlets, where they are purchased 
by the ultimate consumer. Generally speaking, the operations per- 
formed by the industry have been classified under four functional 
headings: exploration and production, refining, transportation, and 
marketing. 

CONTROL OF THE INTERNATIONAL PETROLEUM INDUSTRY 

Outside of the United States, control over the petroleum industry 
(including reserves, production, refining, transportation, and market- 
ing) is divided, for all practical purposes, between state monopolies 
and seven large international petroleum companies, five of which are 
American and two British-Dutch. 

Control by government monopoly . — ^In some countries, state authori- 
ties control all phases of the petroleum industry from production 
through marketing, and operations by private companies are pro- 
hibited. The most striking example is Soviet Russia, which holds 
exclusive control over the petroleum industry in Russia, Albania, 
Austria, Czechoslovakia, Hungary, Rumania, Poland, and Sakhalin. 
In 1949, these countries controlled 6.1 percent of the world’s reserves 
and accounted for 8.4 percent of world production. 

Other countries in which petroleum production is under govern- 
ment operation are Bolivia, Brazil, Chile, China, Mexico, Spain, and 
Yugoslavia. These countries, in 1949, held only 1.2 percent of the 
worid’s crude reserves, and accounted for 1.8 percent of world produc- 
tion. Thus all countries, including Russia and Russian satellites, 
which owned and operated the petroleum resources in their respective 
countries, accounted, in 1949, for only about 10 percent of world 
production and a little over 7 percent of the world’s crude reserves. 
Although Russia and Rumania are important producing countries, 
they have not been substantial exporters of oil for several years. 
Mexico, therefore, is the only country in this group which has been a 
recent quantity producer for the export market. 

In contrast to Mexico, many of the state-m.onopoly countries are 
not self-sufficient in oil, depending upon im.ports for part of their 
supplies. Bolivia, Brazil, Chile, and China imported substantial 
quantities of oil in 1949, most of which was supplied by one or more 
of the largo international oil com.panies. In some of these countries, 
private corporations are permitted to engage in marketing operations. 

21 
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e, the Standard Oil Co. (New Jersey) has subsidiaries which 
Brazil and Chile. 

also a few countries, such as Argentina and Peru, in which 
Lim industry is operated under a dual system of public and 
|nership. In Argentina, Yacimontos Pctroliferos Fiscales 
overnm.ont-owncd corporation, engages in all phases of the 
[business. Its total crude production, in 1949, averaged 
els per day, compared with a production of 17,300 barrels 
jrate companies. ‘ The state corporation also controls a 
on of the country’s refining capacity . Yet, in spite of this 
of YPF in crude production, Argentina’s imports of oil, 
re in excess of 60 percent of consumption.^ Most of these 
obably came from the seven international oil companies, 
he situation is the reverse. The operations of the Peruvian 
t corporation, Emprese Petrolera Fiscal, are insignificant 
the operations of the private petroleum companies. In 
iibsi diary of Standard Oil (New Jersey), International 
Co., Ltd., accounted for more than 80 percent of Peru’s 
output; a subsidiary of Royal Dutch-Shell produced 18 
the output; and the Peruvian Government corporation 
|or only about 1 percent.® A comparison of refining capac- 
showed Interne, tional Petroleum Co., Ltd. with 33,000 
V, while the Peruvian Government corporation had only 
Interna tionel Petroleum Co., Ltd., Peru’s principal 
WPS its concession in fee simple and pays no royalties to 
,n Govcrnro.ent.® 

ary, the facts about government operations in the inter- 
industry appear to be as follows: 

, Roumania., and Mexico are important producers, but 
0 has any significant Production for. the export market, 
monopolies for the development and production of oil 
yeral other countries, which, however, have limited oil 
must import the bulk of their requirements from private 


state-monopoly countries permit private companies to 
^ by side with the government organizations, either as 
as in Brazil and Chile) or as integi'ated producers (as in 
■Jurgen tina) . 

over-all basis, state-monopoly countries control only 
i|cent of the world’s petroleum reserves and 10 percent of 
ction. But even these figures overstate the importance 
nt monopolies, since all state-monopoly countries, except 
.imania, and Mexico, must rely on imports for most of 
|)plies; and, as will be shown later, most of these imports 
arily come from one or more of the seven international 
les. . 

seixn international petroleum companies . — The outstand- 
joristic of the world’s petroleum industry is the dominant 
seven international com.panics. The seven companies 
t most of the international oil business include five Ameri- 


by 


ly 15, 1950, p. 104. 


jum Annual Ruflnery Review, 1940. vnl. 21, No. 8, p. 100. 
exemption from paying royalties resulted from a decision in 1922 by the International 
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can companies — Standard Oil Co. (Now Jersey), Standard Oil Co. of 
California, Socony-Vacuiim Oil Co., Inc., Gidf Oil Corp., and The 
Texas Co. — and two British-Dutch companies — Anglo-Iranian Oil 
Co., Ltd., and the Eoyal Dutch-Shell group.® Apart from Mexico and 
Kussian-controllod countries, those seven companies control direct- 
ly or indirectly most' of the world’s petroleum business. 

Control of the industry by these seven companies extends from 
reserves through production, transportation, refining, and marketing. 

All seven engage in every stage of operations, from exploration to 
marketing. The typical movement of petroleum from producer untd 
acquired by the final consumer is through intercompany transfer 
within a corporate family. Outright sales, arms-lcngth bargaining, 
and other practices characteristic of independent buyers and sellers 
arc conspicuous by their absence, Control is held not only through^ 
direct corporate holdings, by parents, subsidiaries, and affiliates of 
the seven, but also through such indirect means as interlocking direc- 
torates, joint ownership of affiliates, intercompany crude purchase 
contracts, and marketing agreements. The remainder of this chapter* 
will show the extent to which control is centralized in these seven; 
corporations. 

Control of world crude reserves . — ^In 1949, the seven international 
petroleum companies owned 65 percent of the world’s estimated crude- 
oil reserves. Control of reserves means, in effect, control over future 
oil supplies (unless new reserves or synthetic fuels are developed).. 

These companies hold about 82 percent of all foreign reserves (reserve; 
outside the United States) and about 34 percent of the United States 
(domestic) reserves. United States reserves are held by six of the sever 
international companies, since Anglo-Iranian Oil Co., Ltd., does not 
operate in the Western Hemisphere. Outside the United States, 
Mexico, and Kussia, these seven companies, in 1949, controlled about 
92 percent of the estimated crude reserves. 

Table 8 shows an estimate of the crude reserves controlled by the 
seven largest international petroleum companies, as of January 1949.^ 

Table 8. — Estimated crude oil reserves held by 7 international petroleum companies^ 

January 1949 


[In billions of barrels] 



United 1 
States 

Foreign 

Total 



13.9 

13.9 

Gulf Oil Corp 

1,3 

6.8 

7.1 

Royal Dutch-Shell 

.8 

4.6 

6.3 

Standard Oil Co. (Now Jersey) 

3.1 

9.3 

12.4 

Standard Oil Co. of California 

1.3 

2.8 

4.1 


1.4 

2.0 

3.4 


1.5 

3.0 

4. 6 

Total, 7 companies - 

9.4 

41.3 

60.7 

Total estimated reserves, Jan. 1, 1949 

28.0 

50.3 

78.3 

Percent of total, 7 companies 

33.6 

82.1 

65.0’ 


Sources: World Oil, December 1048, pp. 37 et scq.; company Annual Reports to Stockholders for 1949^ 
company Prospectuses, and Twentieth Centui'y Pcti'olcum Statistics, by De Golyor and MacNaugliton, 
March 1949. 


0 The parent companies of the group are the Royal Dutch Petroleum Co. and the Shell Transport & Trad- 
itig Co. These two participate in all interests of the group with shares, respectively, of 60 and 40 percent. 

0a Any estimate of world reserves is subject to a considerable margin of error, but the important point hero 
is not the absolute amounts but the relative proportions. Prom World Oil, Doeemlwr 1948. p. 38, ff., it is 
possible to show that the seven largo companies hold 98 percent of the crude res<a'ves outside the IJhitcd' 
States, Mexico, and Russia. 

Some of the data used arc for 1048, resulting in an understatement of the degree of control. 
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':.er world crude oil 'production. — ^In view of the concentra- 
trol over reserves by the seven international companies, it 
cted that these same firms would also dominate produc- 
importance in the production of crude oil is shown in 


Table 9. — \Crude oil production of 7 international petroleum companies by 
geographical areas, 194-9 

[In thousands of barrels daily] 




Western Ilemisphere 

Eastern Hemisphere 


Name of coi 

□pany 

United 

States 

Other 
Western 
Hemi- | 
sphere 

Total 

Near 

and 

Middle 

East 

Other 

Eastern 

Hemi- 

sphere 

Total 

Grand 

total 

Anglo-Iranian Oil 

Go., Ltd .... 




704.7 

1.0 

705.7 

705.7 


229.7 

175.3 

406.0 

127.7 

127. 7 

532.7 

Royal Dutch-Shol 


211.0 

458.9 

G69.9 

51.0 

136.2 

187.2 

857.1 

Standard Oil Co. ( 

New Jersey). 

392.0 

736.0 

1,128.0 

153.2 

• 36. 5 

189.7 

1, 317. 7 

Standai’d Oil Co. ( 

f California. 

276.3 

3.6 

278.9 

158.1 

.6 

-158.6 

437.6 

Socony-Vacuum C 

U Co., Inc... 

190.9 

49.8 

240. 7 

67.4 

30.5 

97.9 ! 

338.6 

The Texas Co_.- . 


288.4 

25.3 

313.7 

168.1 

.5 

158. 6 

472.3 

Total, 7 com 

panies 

1, 587. 3 

1, 448.9 

3, 036. 2 

1, 420. 2 

205.2 

1, 625. 4 

4, 661. 6 


5, 040. 0 
31.6 

1,799.2 

80.5 

6, 839. 2 
44.4 

1,435.0 

99.0 

1257.1 

1 1, 692. 1 
96.1 

1 8, 531. 3 
54.6 

rercerit of total, 7 

eompanios— - 

79.8 


1 Excluding the 
excluded productibi 


production of XT. S. S. R. and countries of Eastern Europe under Russian control. Total 
' m was 800,300 barrels daily in 1949. 


Source: Com par 
World Oil, July If 


ly Annual Reports; World Petroleum, Januai'y 1950; Moody’s Industrials, 1950; and 
L 1950. 
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seen that in 1949 the seven international petroleum 
Accounted for more than one-half of the world’s crude 
(excluding Russia and satellite countries), about 99 
o|itpiit in the Middle East, over 96 percent of the produc- 
astern Hemisphere, and almost 45 percent in the Western 
If United States production is excluded, their share of 
the rest of the Western Hemisphere is 80.5 percent. If 
s production plus that controlled by U. S. S. R. and her 
[ntries is excluded, these seven companies accounted for 
the remaining world’s production. This figure undcr- 
gree of control of the private petroleum industry because 
output outside of the United States and Russia is pro- 
(^untries with state monopolies. Since the production of 
ics must first satisfy internal demands, it is evident that 
[voly small quantity of crude is available from any source 
one of the seven large companies.® 
world crude oil refining capacity. — The crude oil refining 
the world is also largely controlled by the seven corn- 
shown in table 10. 




;ed tlmt neither the United States, which now must import petroleum to satisfy its needs, 
which consumes all it produces, is in a position to add to the supplies of petroleum for 
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CHART 6. 

ESTIMATED CRUDE OIL RESERVES 
(U. S. and FOREIGN) 

HELD BY 

SEVEN PETROLEUM COMPANIES, January I, 1949 


( in billions of barrels) 



23541 0 - 52 (Face p. 24) No. 1 


Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 





Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 




o 

cr 

I — 


UJ 

a. 


c/3 

Cd 

> 

a 

U 

CO 

U 

D5 


H 

a: 

< 

X 

o 


LiJ 

> 

UJ 

CO 

CO 

LU 

> 

q: 

UJ 

CO 

UJ 

□: 


CO 

CO 



■o 

c 

o 

cn 

3 


v: 

•Q 

Co 

§ 


O 

"D 


O 

LU 

(T 

O 

U. 


•Cl 

.c; 

■v, 



UJ 

o 

ZD 

tr 

o 

u. 

o 

a. 




Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 

Chart 8 . 

ESTIMATED CRUDE OIL PRODUCTION BY GEOGRAPHIC AREA 

SEVEN COMPANIES AND TOTAL, 1949 
(In thousands of barrels daily) 



•Totals exclude 800.3 thousand baTvela dally of production 23541 0 - 52 (Face p. 24) No. 3 

In U.S.S.R. and countries under Russian control. 
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CHART 9. 


ESTIMATED CRUDE OIL PRODUCTION 
(U. S. and FOREIGN) 

BY SEVEN PETROLEUM COMPANIES, 1949 

(m thousands of barrets daily) 
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ESTIMATED CRUDE OIL PRODUCTION BY SEVEN PETROLEUM COMPANIES. 1949 
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CHART II 

ESTIMATED CRUDE OIL REFINING CAPACITY BY GEOGRAPHIC AREA 

SEVEN COMPANIES AND TOTAL, 1950 
(In thousands of barrels daily) 
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3,000.0 
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10,760.9* 
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Western 
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Hemisphere 
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♦Excludes capacity of U.5.S.R., Roumania, Hungary, and Poland. 
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CHART 12 


ESTIMATED CRACKING CAPACITY BY GEOGRAPHIC AREA 

SEVEN COMPANIES AND TOTAL, 1950 


(In thousands of barrels daily) 


5,500.0 


4,000.0 
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5,045.0* 

■ Capacity of plants controlled by 

seven international companies. 


2,779.7 




other United 
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Total Total Total 

Western Eastern World 

Hemisphere Hemisphere 


*Exclucles capacity of C.S.S.R., Roumanla, Hungary, and Poland. 
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Table 10 . — Crude oil refining capacity controlled by 7 international petroleum 

companies, 1950 


[In thousands of barrels daily] 



Wostern neinisphere 

Total 
Eastern 
Hemi- 
sphere ' 


Company 

United 

States 

Other 

Western, 

Hemi- 

sphere 

Total 

Grand 

total 

1 




1 

707.9 

1 707. 9 

Gulf Oil Oorp 

458.0 

1 21.3 

479.3 

18.9 

' 498. 2 


367.0 

1 448. 9 

816.9 

443.0 

1,268.9 


782.0 

818. 9 

1, 600. 9 

145.6 

1,746.6 

1 521.0 


870.7 

I 8.4 

379. 1 

141.9 


528.6 

3.5 

532.0 

128.0 

1 660. 6 


401.9 

1 78.6 

1 570. 4 

141.8 

712.2 




2, 998. 1 

6, 750, 0 

1 1,379.6 

1 1, 825, 7 

i 4,377.6 

1 1,727.7 

6,105.3 


1 8,576.7 

* 2, 186. 2 
79.0 

1 10, 700. 9 


44.4 

1 75.6 

1 

56.7 



i Excluding refining capacity of U. S. S. H., Hungary, Poland, and Rumania. 

Source: Refining capacity of Individual companies in United States is from Bureau of Minos, Information 
Ciroular 7673, Petroleum Rofinorios, Including Cracking Plants in the United States, Jan. 1, 1050. Sta- 
tistics for Eastern Hemisphere, other Wostern Ilcmisphoro and total capacity arc from World Petroleum, 
Annual Refinery Issue,- Vol. 21, No, 8, 1950, and from the companies’ Annual Reports for 19i9. 

As tho table indicates,® tbo seven international oil companies con- 
trolled, in 1950, almost 57 percent of tlie world’s crudo-oil-refining 
capacity. In the Western Hemisphere, excluding the United States, 
they held more than 75 percent; and in the Eastern Hemisphere, 79 
percent. Excluding tho capacity of the United States and that under 
Russian control tho seven international companies owned more than 
77 percent of tho rest of tho woild’s crude-oil-rcfining capacity. 

Control of world cracking ca-pacity . — Control over cracking capacity 
is potentially of greater economic significance than control over crude- 
refining capacity. Tho cracking process enables a refiner to obtain a 
greater quantity of higher-valued products (for example, gasoline as 
compared to residual hiel oil) from a given quantity of crude thari can 
be obtained by the straight-run distillation method of refining. Tho 
cracking process also enables the refiner to vary the proportions of 
products produced, thus giving greater flexibility to the refining opera- 
tion. Moreover, it is only by using cracking processes that the 
petroleum industry is able to produce high-octane gasoline and many 
of tho chemicals which are tho basic raw materials for synthetic rubber 
and many plastics. Thus the cracking process has made the petroleum 
industry an important supplier of products to other industries, and 
the concentration of control over tho world’s cracking capacity thereby 
affects a broader segment of the world economy than control over 
crude-refining capacity. 

As will be soon from table 11, control of tho world’s cracking 
capacity is even more concentrated in the hands of the seven inter- 
national petroleum companies than is control of crude refining. In 
1950, these seven companies owned 47 percent of tho cracking capacity 
of the United States, 53 percent of that of tho W cstorn Hemisphere, 
84 percent of that of tho Eastern Homisphoro, and 55 percent of that 
of the world. If tho capacity of tho United States and Russia (in- 

0 While 1949 data arc used in a few cases in table 10, this docs not alter tho table significantly. 
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• eluding |ier satellites) is excluded, those seven companies held 85 per- 
cent of all cracking capacity in the rest of the world, as compared 
with 77 percent of the crude-refining capacity of the same area. 

’Table ).1. — Capacity of cracking plants controlled by 7 international petroleum 

companies, 1950 

[In thousands of barrels daily) 




Wostem Homisphero 

Total 

Eastern 

Hemisphere 



Company 

United ' 
States 

Other 1 
Western i 
Hemispliere, 

1 

Total 1 

1 

Grand 

total 

Anglo-Iranian 
Gulf Oil Oorp 

|oil Co., Ltd - 


1 


137.6 

137. 6 


237.9 

7.3 

246.2 

1 245. 2 

pholl - 

248.8 

186. 9 

436.2 

83. 4 

! 518.6 

' 875,8 

Staaidard Oil i 

)o. (N. J.) - 

464.2 

1 386.3 

850.5 

25.3 


101. fi 

191. 5 

15.7 

1 207. 2 

Socony-Vocuu 
Tho Texas Co 


347.4 

' 1.3 

348,7 

35, 5 

! 364. 2 


383.0 

32.5 

416.5 

15.7 

' 431.2 


Total, 7 


1, 872. 3 

3, 980.0 
47.0 

014. 3 

2. 486.6 

4.696.7 
63.0 

293. 1 

2, 779. 7 
' » 5,045.0 

1 55.1 


' 716. 7 

1 1 348. 3 

Percent of toti 


1 85,7 

84.2 



1 Excluding 

ckpaeity of U. S. 0. R., Rumania, Hungary, and Poland. 


Source: Data 
23, 1950. Othet 


on individual company capacity In United States are from the Oil and Gas Journal, Mar- 
data are from World Petroleum, annual refinery Issue, vol. 21, No, 8, 1960. 


Control [of world ‘petroleum transportation facilities . — In interna- 
tional trade petroleum and petroleum products are usually transported 
by tanker Pipelines are important in areas where extended move- 
ments over land are necessary and feasible; but, outside the United 
States, this use is limited to moving crude petroleum from producing 
areas to repnerios or water terminals. As with reserves, production, 
•and capacity, petroleum transportation facilities outside the United 
States are also largely controlled by the seven petroleum companies. 

At the end of 1949, Anglo-Iranian Oil Co., Ltd., reported that its 
subadiary, British Tanker Co., operated 134 ships of about 1,400,000 
dead-weighjt tons, and that additional tanlcer tonnage under various 
forms of d arter amounted to about 2,000,000 dead-weight tons. In 
all, Anglo-Iranian directly employed some 14 percent of the wmrld’s 
tanker heefl.'® Koyal Dutch-Shell controlled and had under charter, 
at the end 
between th 

proximateljl 30 percent of the world’s tanker tonnage. 

The five large American companies also operated large tanker fleets. 
Standard Oil Co. (New Jersey) owned 2,213,000 dead-weight tons 
at the end of 1949, exclusive of tonnage under charter and tonnage 
owned by nonconsolidated companies.*^ Gulf Oil Corp. owned 
:617,597 dead-weight tons, wuth an additional 311,074 tons under 
long-term charter;^’ in Pebruary 1948, Texas Co. controlled about 
800,000 tous;*"* Standard OiU Co. of California, 552,000 tons;*® 
nd Socony -Vacuum, about 467,000 tons,*® not including tankers 

Annual Report fco Stockholders, December 31, 1949, Anglo-Iranian Oil Oo., Ltd. 

Royal Dutch Petroleum Co., Report for 1049. 

Annual Report 1949, Standard Oil Co. (New Jersey). 

^8 Annual Report] 1949, Gulf Oil Corp. 

The Petroleum Bata Book, second edition, 1948. 
i»Ibld. 

«Ibid. 


of 1949", more than 4,000,000 dead-weight tons.** Thus, 
m, those two foreign companies owned or controlled ap- 


Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 




Approved For Release 2010/04/14 : CIA-RDP57-00384R000700130001-2 


THE INTERNATIONAL PETROLEUM CARTEL 27 

under long-term charter. Although those data are not complete/’' 
they show that the five American companies control about 5 million 
dead-weight tons, or more than 20 percent of the world's tanker fleet. 
Thus the seven international oil companies control at least 50 percent 
of the world’s tanker fleet, and perhaps more, since moat of the large 
oil companies have added substantial tonnage to their tanker fleets 
in 1960. 

Actually, the use of the world’s tanker fleet as a yardstick tends 
to understate the degree of concentration, since large tonnages are 
owned and controlled by governments or agencies or governments.'® 
Therefore, a better yardstick would bo the world’s privately owned 
tanker fleet, which is estimated to have been between 18 and 19 
million tons in 1948.® Since the seven large oil companies own or 
control about 12.4 million dead-weight tons, their percentage of 
control is about two-thirds of the total privately owned tanker fleet 
as compared to one-balf of the world’s total tanker tonnage. 

It is noteworthy, too, that all of the important pipelines outside 
the United States are owned by the same seven oil companies. The 
principal petroleum pipelines abroad, and the corporate ownership 
of each, are shown in the following listing:®® 

1. The Oficina-Puerto la Cruz pipeline system in Venezuela 
consists of 99 miles of trunk line and 118 miles of gathering 
lines and is owned by Mone Grande Oil Co. (a Gulf subsidiary), 
and Creole Petroleum Gorp. (a subsidiary of Standard Oil Co. 
(New Jersey)). 

2. The Andian National’s pipeline in Colombia is 335 miles 
long, and links the fields of 'Tropical Oil Go. with a marine 
terminal at Mamonal. The line is owned by Andian National 
Corp., Ltd., a subsidiary of International Petroleum Co., Ltd., 
which in turn is a subsidiary of Standard Oil Co. (New Jersey). 

3. The South American Gfulf Oil Co.’s lino in Colombia extends 
252 mfles from Petrolos in the Barco concession to the port of 
Covenas. Ownership of the South American Gulf Co. is divided 
equally between Socony-Vacuum Oil Co., Inc., and the Texas Co. 

4. 'The Iraq Petroleum Co., Ltd., has a pipeline system which 
runs from the Kirkuk field in Iraq to Haifa and Tripoli on the 
Mediterranean Sea. The Kirkuk-Haifa lines are 621 miles long, 
and the Kirkuk-Tripoli lines are 532 miles in length. Iraq 
Petroleum Co., Ltd., as will bo brought out later, is controlled by 
the large oil companies. 

5. The Anglo-Iranian Oil Co. owns pipelines extending 
from producing fields in Iran to the Persian Gulf. There are 
several lines, and the total daily capacity of the system exceeds 
500,000 barrels. 

6. Recently completed by the 'Trans-Arabian Pipeline Co. is 
a 30-31-inch crude pipeline from Qaiauma, Saudi Arabia, to the 

Tonnagic O'ro.cd by some forcign subsidiarif^ and affiliatos is probably not included. Also, long-term 
charter tonnage and the fnereaso between February 1948 and the end of 1949 in the tonnage held by Texas^ 
Socony, and Standard Oil of Califomia would need to bo incliidod. 

Governmont-owned or controlled tonnage Is of signlflcanco Jn this regard only where it is utilized in 
commercial traffic, and whcrcit Is not leased by the seven largo oil companies, i. o., when it is made availablo 
to their competitors. 

’ Estimated from statistics in Petroleum Data Book, 194S. 

Source: Moody’s Industrials, 1960; Petroleum Register, 1D49; company Prospectuses and Annual Re- 
ports to Stockholders. 
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Mediten-anean Sea, a distance of 753 miloa. The lino is owned 
by four American oil companies, as follows: Standard Oil Oo. 
(New Jersey), 30_porcent; tlio Texas Co., 30 percent; Standard Oil 
Co. of California, 30 percent; and Socony-Vacuum Oil Co., 
Inc , 10 percent. 

7 In Venezuela, Creole Petroleum Corp., a subsidiary of 
Standard Oil Co. (Now Jersey), in conjunction with one or more 
of the other large oil companies, operates a 143-mile crude-oil 
line which extends from Lake Maracaibo in Venezuela to 
Amuay Bay on the Caribbean Sea. 

8. The Bahrein Petroleum Co., Ltd., and the Arabian American 
Oil Co. jointly own a. 34-rnile crude line which connects the 
Danjimam field of Saudi Arabia with a refinery on Bahrein Island. 
ThojBahrein Petroleum Co., Ltd., is owned jointly by the Texas 
Co. and Standard Oil Go. of California, while Arabian American 
Oil Co. is owned 30 percent by Standard Oil Co. (New Jersey), 30 
perc^t by Standard Oil Co. of California, 30 percent by the Texas 
Co., and 10 percent by Socony-Vacuum Oil Co., Inc. 

9. The Sociedad Anonima Petrol era las Mercedes, which is 
owned jointly by the Texas Co. and Caracas Petroleum S. A., 
has ^ i57-mile crude line extending from producing fields in 
Venejauela to a deop-sea terminal at Pamataoual. Caracas 
Petroleum S. A. is controlled by British interests. 

10. In Canada, Interprovincial Pipeline Co., Ltd., is con- 
structing a crude lino from Edmonton, Alberta, to Superior, 
Wi8.,[a distance of about 1,100 miles. Interprovincial Pipeline 
Co., Ltd., is a subsidiary of Imperial Oil, Ltd., which, in turn, 
is owned by Standard Oil Co. (New Jersey). 

11. In Venezuela, Creole Petroleum Coi'p. (a subsidiary of 
Standard Oil Co. (New Jersey)) and Shell Caribbean Petroleum 
Co. (of the Koyal Dutch-Shell group) are cooperating in the 
installation of an 8-inch products lino from the seacoast of Catia 
la Majr to Caracas.^' 

In addiiion to the above lines, Middle East Pipelines, Ltd., has 
proposed the construction of a largo crude-oil pipeline from Iran to 
the Moditfirranean Sea. Middle East Pipelines, Ltd., is owned 60.9 
percent bj Anglo-Iranian Oil Co., Ud.; 24.7 percent by Standard 
Oil Co. (New Jersey) ; and 14.4 percent by Socony-Vacuum. 

Thus, outside of the United States, every important pipe line in 
existence or even proposed is controlled by the seven principal inter- 
national oil companies, individually or jointly. 

Control 0 ‘'>er mar'keting . — Perhaps in no other raw material industry 
is the contiTol over marketing so highly concentrated as in petroleum. 
All seven of the largo international companies market, either jointly 
or severally, petroleum products through various subsidiaries and 
affiliates in all important consuming areas of the world except the 
U. S. S. R. and its satellite countries. Each of the major petroleum 
companies |s integrated, from crude production through refining, 
transportation, storage terminals, and docks, to wholesale and retail 
distributiog! and dispensing equipment. It is the rule, rather than 
the exception, for petroleum products to move from producer to' 
consumer by company-owned facilities within one coi-porate hierarchy. 

SI 'World PetrolGiliin, April 1950, p. 63. 
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While a detailed^analysis cannot he given, duo to the scarcity of 
statistical information, it would appear that the seven international 
oil companias are dominant forces in nearly all foreign markets. 
Illustrative examples of their control of the market in the 1930’3 are 
given in the case studios of marketing arrangements in chapter IX, 
not only in. such important markets as the United Kingdom and 
France but also in such lesser markets as Norway, Chile, and Jamaica. 
This control of particular marketing areas in all parts of the world 
would appear to have continued into the post-World War II period.^^ 

In any event it docs not appear necessary to develop any elaborate 
statistical argument to support the conclusion that the seven inter- 
national oil companioa have a highly concentrated control over market- 
ing. Such control would seem to be inevitable for the simple reason 
that there are no other companies operating in international markets 
capable of supplying petroleum products in substantial qua,ntiti(®, as 
has boon amply suggested by the information given in this chapter 
on all divisions of the petroleum industry. Upon the secure basis of 
their control over production, refining, and transportation, the seven 
international oil companies have built extensive marketing organwa- 
tions reaching into consuming areas in all parts of the world. The 
power of these major companies is so substantial as to be virtually 
unchallengeablo, except, perhaps, in particular local marketing areas. 

IMPOBTANCB OF INTBUCOBP ORATE RELATIONSHIPS IN THE 
INTERNATIONAL OIL INDUSTRY 

In the preceding sections, data were presented showing the extent 
tovwhich the international petroleum industry is owned and controlled 
‘ by seven large companies. The influence of these companies on the 
world’s oil business is increased by close corporate relations existing 
between them. 

Joint ownership of subsidiary and affiliated companies .- — Outside the 
United States, Mexico, and Russia, the operations of the seven intor- 
: national petroleum companies are combined through various inter- 
company holdings in subsidiary and affiliated companies. These 
holdings constitute partnerships in various areas of the world. Each 
of the companioa has pyramids of subsidiary and affiliated companies 
in which ownership is shared with one or more of the other large com- 
panies. Such a maze of joint ownership obviously provides oppor- 
i tunity, and even necessity, for joint action. With decision-making 
thus concentrated in the hands of a small number of persons, a com- 
mon policy may bo easily enforced. 

The principal foreign companies jointly owned at the end of 1949 
by two or more of the seven international oil companies are shown on 

; 22 While only limited data on marketing operations of the major oil companies in the post-World War II 

period are availahlo, data for Brazil throw some light on the extent of market dominance. In 1936, according 
to records of the Standard Oil Co. (Now Jersey), throe of the intornatioiKil oil companies— Standard (New 
Jersey) , Royal Dutch-Shell, and Texas Co.— together with the Atlantic Refining Oo,, controlled the follow 
ing proportions of the principal products marketed in Brazil: Gasoline, 98 percent; kerosene, 91 percent; 
fuel oil, 100 percent; gas and Diesel oil, 99 percent; and asphalt, 99 poveent. In the postwar period, it was 
estimated that these companies and the Gulf Oil Corp. held about 100 percent of the combined markets for 
: all petroloum products in Brazil. The respective shares of the companies were approximately as follows: 

Standard (New Jersey), 39 percent: Royal Dntch-Sholl, 17 percent; Texas Co., Upercent; Gulf, 4 percent; 

: and Atlantic, 26 percent. Although not indicated, It would.appoar that the data given are for 1949; World 
Petroleum, Juno 1950, p. 41. 

i 28 Sources; Moody's Industrials, 1950; company Prosxicctuses and Annual Reports to Stockholders, 
1949-60; World Oil, 1949-50; World Potroleum, 1949-CO; Petroleum Register, 1949; and The Oil and Qafl 
i Journal, 1950. 
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the accompanying charts for the Middle East, Europe, Latin America, 
the Far Bast, and the United States and Canada. 

To summarize briefly, the principal facts revealed by these charts 
are the (dusters or complexes of corporate interrelations effected 
through jointly-owned subsidiaries and affiliates. For example, in the 
Middle East, Jersey Standard, Socony, Eoyal Dutch-Shell, and Anglo- 
Iranian are linked through their joint holdings in Iraq Petroleum Co. 
and its nest of subsidiaries; Gulf and Anglo-Iranian jointly own 
Kuwait 01; Standard of California and Texas Co. have many joint 
relations tarough the California-Texas complex of companies and are 
tied to Jersey Standard and Socony through Arabian American Oil Co. 
and Trans Arabian Pipe Line Co. 

In Euro 50, again there is the California-Texas cluster of companies 
linking together Standard of California and Texas Co.; Anglo-Iranian, 
Royal Duioh-Shell, Socony, and .Jersey Standard jointly own Com- 
panhia Africana de Petroleo; while Gulf and Jersey Standard arc tied 
through thiur holdings in United Petroleum Securities Corp. In Latin 
America, s, major complex of holdings links Socony, Standard of 
California, land Texas ; while another brings together Jersey Standard, 
Gulf, and Royal Dutch-Shell. 

The mosi; important single complex in the Far East is the combina- 
tion of Jersey Standard, Socony, Texas, Standard of California, and 
Royal Dutch-Shell through N. V. Nederlandsche Nieuw Guineo Petro- 
leum Maatischappij. The California-Texas combine also operates in 
the Far East, as does Standard-Vacuum, which is one of the important 
companies Imking together Jersey Standard and Socony -Vacuum; and 
Ahglo-Iranian and Royal Dutch-Shell jointly conduct extensive 
operations in the Par East as well as Europe. ' 

The printopal international companies also conduct many joint 
operations in the United States and Canada, and have established a 
corporate nmwork of joint holdings with major domestic oil com- 
panies. These interconnections are primarily through jointly owned 
pipe lines, technical processing and licensing companies. The Texas 
Co., for instance, through its share holdings in Great Lakes Pipe Line 
Co., is connected with seven important domestic oil companies. 
Shell Oil Co.] owned by the Royal Dutch-Shell group, shares ownership 
in the Bayou Pipe Line System with Jersey Standard and four domostio 
oil companies. The Texas Co., Pure Oil, and Standard of Indiana 
jointly own Gray Process Corp.; Jersey Standard and Standard of 
California hdve a joint exploration venture in Canada, while Socony, 
Texas Co., and Standard of Indiana are linked through their joint 
ownership of Wyco Pipe Line Co. 

The joint-ownership companies shown on the above charts by no 
means represent an ei^austive listing; nor do they necessarily include 
all the hnpor ;ant joint ownerships. It has not been possible to com- 
pile a complete list. However, the indicated joint-ownership relations 
are sufficient to show that the international oil companies are not only 
interlocked in their operations in the United States and Canada, but 
also are engaged in joint operations with many other large domestic 
oil companies 

These inteicoi'porato relations are important in that they expand 
the area of potential control that may be exercised by the seven inter- 
national oil companies. But also important is the type of company 
tlnough which tiie joint-ownership relations are effected. The fact 
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THE INTEENATIONAL PETROLEtTM CARTEL 31 

that pipolino companies and companies concerned witli patents and 
technological processes arc common among the jointly owned com- 
panies is not without significance. Technology and transportation 
are strategic points in the oil industry for exerting the maximum of 
control. 

Interlocking directorates among the international petroleum com- 
panies .- — -The boards of directors that manage the labyrinth of foreign' 
corporations, which are jointly owned by the major international oil 
companies, provide organizational opportunities for joint action and 
the establishment of a common oil policy throughout the world. Of 
course, not all interlocking directorates are significant; some may be 
.fortuitous. Nonetheless the fact that they exist on such a wide-- 
spread scale in the petroleum industry makes it possible for a small 
group of individuals to exercise unusual influence on the industry’s 
operations and behavior. A few examples of the more important 
directorships held by various key individuals, in 1949, will illustrate 
the manner in which a tlu'oad of interconnections is woven by direc- 
torates between the major companies.^* 

As an example of a common “meeting ground,” the board of direc- 
tors which determines the policies of the Arabian American Oil Co. 
(Ara.mco) is conrposed of three members each from tho boards of the. 
Standard Oil Co. (N. J.), Standard Oil Co. of California, and Texas 
Co.; one member from tho board of Socony-Vacuum Oil Co., Inc., 
and one member with no listed affiliation.^ 

The extent of the interlocking directorships among tho major oil 
companies is indicated on chart 18. This chart reveals that a con- 
siderable number of the directors of the international companies hold 
multiple directorships in subsidiary companies. For example, the 
directors of Standard of Now Jersey and Socony-Vacuum, who de- 
termine the policies of Arabian Am.erican Oil Co., are the same men 
who help to shape tho behavior of Iraq Petroleum Co. The directors 
of Anglo-Iranian who assist in making high oil policy for Iraq and 
Iran, participate, along with the directors from Gulf, in planning the 
price and production policies of Kuwait. It must be kept in mind 
that the chart shows only the directorships in Middle East subsidiaries 
hold by directors of the parent companies and, because they are 
directors of the parent companies, these sam,e individuals are able 
to influence decisions with respect to operations in the Far East, 
Europe, Venezuela, and tho United States. 

Chart 19 shows some of the indirect interlocking relations between 
international oil companies operating in the United States and some 
major domestic companies. Thus directors of Standard of California 
interlock through intermediate corporations with directors of the 
, Union Oil Co. of California (in four cases), of tho Standard Oil Co. 

I (Indiana), and of the Continental Oil Co. Directors of the Gulf Oil 

' Thoinfonuntionon directors, named In this section, wns obtained from Poor’s Register of directors and 

Executives, 1950; Minuter of Meetings of Boards of Directors of Iraq Petroleum Co., Ltd., Trans-Arabian 
Pipe Line Co., Arabian Amorican Oil Co., and Middle East Pipe Lines, Ltd., 1949; Petroleum Register, 
) 1949; company prospectuses and annual reports to stockholders, 1949-60; and Moody's Industrials, 1950. 

' 25 In 1949, the following individuals served on the board of directors of Arabian American Oil Co.: S. F, 

Coleman, dii'cctor. Standard' Oil Oo., (N. j.l; Orville Harden, director, Standard Oil Co. (N, J.); John 
Suman, director. Standard Oil Oo. (N. T.); 11. D. Collier, director, Standard Oil Co. of California; B. O. 
Pollis, director, Standard Oil Oo. of California; B. W. Letcher, director, Standard Oil Oo. of Oaliforniar 
W. S. S. Rodgers, director, the Texas Co.; A. C. Long, director, the Texas Co.; H. T. Klein, director, the 
Texas Co.; C. L, Harding, director, Socony-Vacuum Oil Co., Inc.; and W. F. Moore, president of Aramco; 
hi.s other afflUations, if any, arc not know. 

Ownership of Arabian American Oil Oo. and Trans-Arabian Pipe Line Oo., Is divided between Jersey 
Standard, Texas; Standard of California (eaoh holding a 30-pcrcont share), and Socony-Vacuum (a 10- 
poreont interest). 
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32 THE INTERNATIONAL PETROLEUM CARTEL 

Corp. interlock with directors of the latter two companies and with 
directors the Pure Oil Co., Panhandle Producing & Refining Co., 
Tidewater Associated Oil Co., Phillips Petroleum Co., and Shamrock 
Oil & GasjCorp . Interlocking rolations similarly exist between directors 
of Shell Ciil Co. and Texas Co. and directors of many domestic oil 
companies. These indirect relations provide opportunities for the 
international companies to harmonize any conflicting interests that 
might develop between the international companies and major 
domestic fcompanios. It is an organizational device that could be 
used in the event it was needed. 

As will be noted from the charts, Standard Oil of New Jersey and 
Socony -Vacuum are the only two major international companies 
operating in the United States which did not have interlocking rela- 
tions with other oil companies. Both of these firms, however, con- 
duct many domestic as well as foreign operations on a partnership 
basis amoiig themselves and with other oil companies.^“ 

These relationships by, no means exhaust the interlocking directo- 
rates existing in the petroleum industry, since they do not include 
directorships of the subsidiary and affiliated companies, both foreign 
and domestic, controlled by the seven international companies. But 
since most pf the oil business outside the United States is conducted 
directly or indirectly by the seven major companies themselves, the 
expansion of their area of potential influence through interlocking 
relations with other oil companies is limited primarily to companies 
operating ip the United States. 

1 SUMMARY 

iitional oil industry, in a physical sense, is composed of 
and separate divisions: production (and exploration), 
a, refining, and marketing. However, by vertical in- 
B operations in all divisions are performed by large 
npanies. 

iv the international oil industry is largely in the hands of 
:ed companies. Outside the United States and the Soviet 
□ntrol the bulk of production and marketing of oil moving 
lal commerce. Many pairings and groupings of those 
seven companies and their affiliates conduct joint operations in most 
parts of the world. Four of them own over 70 percent of the shares of 
Iraq Petroleum Co., Ltd., which, in turn, controls all the oil of Iraq, 
Qatar, the Ti ucial coast, and other less important areas in the Middle 
East; four of them own all the shares of Arabian American Oil Co., 
which controjs all the oil in Saudi Arabia, and two of these four own 
the Bahrein li’etrolcum Co., Ltd., which, in turn, controls the oil re- 
sources of Bathrein Island; one has exclusive control of all the oil in 
.[ran, and in partnership with another of the seven companies, controls 
all the oil in Kuwait ; three of the seven, in partnership and in separate 
operations, control most of the oil resources of Venezuela and other 
Latin- American countries, except those with state monopolies ; five of 
thorn, operating as three corporate entities, control most of the oil 
resources of tpe Netherlands East Indies. 

8® Sei? procoding seciion on “Operations of jointly owned afflllates and subsldlai'Ies." 
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CHART 18, 


INTERLOCKING DIRECTORATES AMONG INTERNATIONAL 

IN THE MIDDLE EAST^ 


OIL COMPANIES 


International 
Oil Companies 


Common Directors 


Middle East Operating 
and Holding Companies 



Broken line representa alternate directorships. 

23541 O - 52 (Face p. 32) No. 1 

Notes: This chart was prepared as of ^aary 1, 1P50, except for the following: A. C. Umg was listed as a 
director of The Texas Company la the Annual Report for 19S0 ot the Company, but the effective date 
of the appointment was not given; the directors of the Trans-Arabian Pipe Line Company are given 
as of January 18, 1049, the last date for which this Information was available to the Commission. 
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CHART 19 

RELATIONSHIPS BETWEEN INTERNATIONAL OIL COMPANIES AND 
MAJOR DOMESTIC OIL COMPANIES THROUGH INDIRECT 
INTERLOCKING DIRECTORATES ^ 



l/As of Jutusu 7 , 1050. 

Not«B: bi cases vhere there are more than one interlocklne directorate, the appropriate number Is shown. 

Interlocking dtrectorales amonK major domestic oil companies not having important International eo / 

tntereslB are excluded irom this chart. For examplee ot such interlocks, see the Report on Interlocking 23541 O • 52 (FsiCe p. 32) No. 2 

Dlreetoratea . Federal Trade Commission, 1951, Chapter 12. 
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THE INTERNATIONAL PETROLEUM CARTEL 33 

Those seven, international companies operate through layers of 
jointly owned subsidiaries and affiliated companies. Through this 
corporate complex of companies, they control not only most of the 
oil but also most of the world’s foreign petroleum refining, cracking, 
transportation, and marketing facilities. Thus, control of the oil 
from the well to ultimate consumer is retained in one corporate family 
or group of families. 

Joint ownership of affdiated companies is probably more wide- 
spread in the international petroleum industry than in any other field 
of enterprise. 'The major international oil . companies use the joint- 
ownership technique not only in conducting foreign operations biit 
also in their operations ih the United States and Canada. This is 
particularly true with respect to control of pipe lines and companies 
holding patents on technological processes. Thus, the international 
companies, operating in the United States and Canada, are joined 
with the largo domestic oil companies in the two operations where 
control is likely to exert the maximum of influence on the industry. 

Also, the boards of directors that manage the myriad of jointly 
owned corporations may, in effect, be private planning boards where 
differences are resolved and where an oil policy for the world can be 
established. Under any circumstances, it would bo difficult to over- 
look the significa ice of the mooting together of directors of the major 
international oil companies to determine the price and production 
policies of companies whose operations must inevitably affect the oil 
industry throughout the world. 

Control through the joint-ownership device is further centralized 
and unified by the fact that directors of the major companies also 
servo as directors of some of the more important affiliated companies. 
This close association of policy-malcing officials can readily result in a 
unified management of the various combinations of interests, and thus 
tends to lesson the opportunity for effective competition between the 
major companies in their foreign operations. 

The international companies have also extended their spheres of 
potential influence over tlio United States oil industry through in- 
direct interlocking directorates. Although the association of the 
directors of the international companies with the directors of important 
domestic oil companies on the board of a third company may not be 
significant in and of itself, it at least provides the opportunity for re- 
conciling differences that may arise between the international and the 
domestic companies. 

The significance of this high degree of concentration for the cartel 
problem lies in the fact that concentration facilitates the develop- 
ment and observance of international agreements regarding price and 
production policies. Indeed, the concentration of an industry into 
a few hands may bo regarded as the sine qua non of effective cartel 
operations. 


I 
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CHAPTER III 

DEVELOPMENT OP JOINT CONTROL OVER FOREIGN OIL 

INTBODUCTION- — BACKGROUND OF INTEREST IN FOREIGN OIL 

Part I of this report dcscribod tlio areas of world production and 
reserves and analyzed the extent of control of petroleum roservesj 
production, refining, transportation, and marketing. Part II presents 
a more detailed analysis of the growth of concentration in the principal 
foreign producing areas — the Middle East and Venezuela. This con- 
centration has been effected largely through the twin instruments of 
joint-ownership and crude-oil-supply contracts. The history and 
development of concentration in the Middle East, which is of par- 
ticular interest because of its importance to future supply (and thus 
to future price and production behavior), is described in chapters IV, 
V, and VI. In chapter VII, an examination is made of the develop- 
ment of control in Venezuela, a country which will undoubtedly 
continue to be a principal source of supply to the world petroleum 
industry. 

Before examining the development of concentration, however, it is 
im.portant to describe briefly the forces which led the major oil 
companies to seek control of foreign petroleum reserves. 

Prior to the early twenties the major oil companies tended to fall 
into one of two classes with respect to their policies concerning foreign 
reserves. On the one hand were the concerns which for many years 
had based their operations on the control of reserves and the produc- 
tion of crude oil. On the other hand worcAho firms which had 
achieved their prominence as refiners and distributors, owning few 
reserves and producing little crude. 

As a striking example of the former typo, Royal Dutch-Shell had 
based its growth primarily on control of reserves and pu’oduction in 
the Dutch East Indies, where oil was discovered about 1890.^ _ In 
order to market its crude oil, it developed refineries, transportation, 
and marketing facilities, both where its surplus-producing reserves 
wore located, and in importing countries which either had no crude 
oil or wore deficit producers. Lilrewise, what is now the Anglo- 
Iranian Oil Co., Ltd., began in 1901 as a concession granted to 
William D’Arcy. Anglo-Iranian Oil Co. was formed in 1909 to ac- 
quire this concession, which was revised in 1933 to cover a total of 
100,000 square miles. 

The outstanding example of the latter type of concern is the Standard 
Oil Co. and its successors. When first incorporated in 1870, it was 
strictly a refining company, controlliug only about 10 percent of the 
petroleum refining capacity of the United States and operating alto- 
gether on crude oil purchased from others. In 1873, it first engaged 

1 Tho prosont Royal Dutch Petroleum Co. was incorporated in 18D0 as Royal Dutch Co. tor the working 
of petroleum wells In the East Indies. At that time it was a local Indonesian enterprise (Moody’s Indus- 
trials, 1950, p. 2107), 
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in pitoelino gathering and transportation of crude bought from others. 
By 1879, it had increased its control of refining capacity to 90 percent 
of the total in the United States.^ In 1887, it had entered the field of 
production in a small way, with two subsidiaries classed as crude-oil 
producers. Thereafter, its iaterost in all four functions of production, 
refining, transportation, and marketing Increased, but the principal 
basis jfor its growth in both domestic and foreign markets was its con- 
trol of transportation, refining, and marketing. In 1904, it produced 
no mire than ono-sixth of total United States crude-oil production, 
hut refined and marketed through its own soiling organization seven- 
eighths of all crude run through United States refineries.® 

Since the United States was the world’s largest producer of crude 
and refined products for export at the turn of the century, Standard’s 
dominance in domestic transportation, refining, and marketing also 
carried with it a dominant position in international trade in crude 
oil and its refined products. The company’s ability to attain and 
maintain that position without extensive control of reserves or actual 
production was favored by the periodic discovery of new oil fields 
which kept domestic production at such high levels as to create a 
surplus for export throughout the first 35 years of the company’s 
histor3^^ 

Around the early twenties, however, an entirely new sot of factors 
led the Standard Oil companies to reverse their traditional policy of 
disintoTestedness in foreign reserves. These new factors may he 
summarized as follows; 

Fear of an oil shortage in America . — The vital role of oil in a modern 
industilial economy had vividly been brought home to the American 
people by World War I. Immediately thereafter, there developed a 
deep-seated fear that the United States was running out of oil. An 
oil indii stry source described the prevailing pessimism in the following 
words; 

Fear cf an oil shortage in the United States was uppermost as a factor in 
international relations after World War I. It was a hold-over fear from a narrow 
escape from scarcity in 1917-18 when in the midst of war. It was fanned by 
what might have been an actual — although probably short-lived — shortage had 
the war.Uith its tremendous demands on American supplies, been prolonged into 
1919 and 1920. That it grew into a case of national jitters is not wholly surprising 
ill view df the fact that the military importance of oil in modern war hafl been 
demonstrhted- Oil supply took on 'a vital national defense complexion.® 

This ]3essimistic point of view during 1918-24 was backed up by 
estimates, which at the time were regarded as expert. In October 

s Commissioner of Corporations, Report on thePotroleum Industry, pt. 1, Position of Standard Oil Co. 
(1907), pp. ^8 and 81. 

8 Ibid., pp. 1 and 8. j 

* Accordinj: to Twentieth Century Petroleum Statistics (DoGolyer and MacN'aughton, 1949), the pro- 
portions of world crude oil produced in the United States at 6-ycar Intervals from 1900 to 1945 and for the 
year 1948 woic as follows: 


Percent of 
United States 

1900. . .L 4.2.7 1930. 

1905. . A 62.6 1935. 

1910.. 63.9 1940- 

1915. 65.1 1045. 

1920 64.3 1048. 

1025 — 71.4 

* It appears that this same fear of an oil shortage, oltlicr real or imaginary, regularly manifests itsolf after 
every war andjduriug periods of national emergency. See American Felroleum Interests in Foi oign Countries, 
hearings boforfe a Special Committee Investigating Petroleum Resources, pursuant to S. Res. 36, 79th Cong., 
1st sess., 1946. [ 


Percent of 
United States 

63.6 

58. 4 

62.9 

66.0 

69. 2 
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1919, Dr. Vaa Manning, Director of the Dnitcd States Bureau of 
Mines, stated: 

We tbas sec domestic oil fields unable to meet our home demands under present 
methods of utilization and manufacture. “ 

In January 1920, Dr. George Otis Smith, Director of the United States 
Geological Survey, in commenting upon our oil supply stated: 

The position of the United States in I’egard to oil can best be characterized 
as precarious.:' 

In May 1920, Dr. Smith said: 

Americans will have to depend on foreign sources or use less oil, or perhaps 
both.® 

In 1920, David White, of the UnitodStates Geological Survey, .stated: 

On tho whole, therefore, we must expect that, unless our consumption is checked, 
we shall by 1925 be dependent on foreign oil fields to the extent of 150,000,000 
barrels and possibly as much as 200,000,000 of crude each year, except insofar 
as tho situation may at that time, perhaps, bo helped to a alight extent by shale 
oil. Add to this probability that within 5 years — perhaps 3 years only — our 
domoBtie production will begin to Ml off with increasing rapidity, due to the 
exhaustion of our reserve-s * * * » 

During the period 1919-22, imports of crude oil from Mexico had 
been large — equal to 22 percent of total United States consumption in 
1921.'° But salt water began to appear in some Mexican wells, and 
by 1921 geologists were debating w'hether Mexican production was not 
“through.” In commentir^ upon tho Mexican situation, David 
White of tho United States Geological Survey said: 

A great slump in Mexican production * * * seems sooner or later in- 

evitable.a 

Thus, there was not only alarm about tho United States oil poten- 
tial but also about our primary foreign source of supply. Lending en- 
couragement to these doubts were statements appearing in foreign 
publications describing the United States oil position. E. Mackay 
Edgar, in Sperling’s Journal for September 1919, wrote: 

The time * * * is, indeed, well in sight, when the United States * * « 

will bo nearing the end of some of its available stocks of raw materials on which 
her industrial supremacy has been largely built America is run- 

ning through her stores of domestic oil and is obliged to look abroad for future 
reserves * * * i* 

Again in 1921 Mr, Edgar stated: ' ' ' 

* given a re.sumption of trade and the consequent demand for oil prod- 
ucts in, at the most, a year or two, tho world will be confronted with an oil shortage 
such as has never boon experienced boforo * * » is 

High cost of purchasing private mineral rights in America. — In the 
United States, the law reserves to the owner of land the right to own, 
exploit, or dispose of minerals underlying the surface owned. Only 
where oil-bearing lands are part of the public domain is it possible to 
negotiate with the Government for large-scale territorial .concessions. 

* Ibid., p. 290; reprinted from National Petroloum News, October 29, 1910. 

’ Ibid., p. 249j reprinted from Now York Times, January 1, 1920. 

* Ibid., p. 299; reprinted from National Petroleum Nows, May 5, 1920. 

® David White, the Annals, “The Petroleum Resources of the World, May 1920, p. 121. 

10 John Iso, tfnited States Oil Policy, p, 454. 

American Petroloura Interests in Foreign Countries, p, 301; reprinted from Engineering and Mining 
Journal, March IS, 1922, p. 456. 

12 Quoted from The Annals. May 1920, p. 132. 

is American Petroleiun Interests in Foreign Countries, p. 800; reprinted from Sperling’s Journal (London), 
August 1921, p. 80. For a different viewpoint with respect to the oil shortage of this period, see ch. 10 and 
appendix II of E. H. Davenport and S. R. Cooke, Tho Oil Trusts and Anglo-American Relationsj 1924. 
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As oilj-bearing lands whicli wore part of the public domain became less 
and less important as a source of supply, it became necessary to lease' 
or purchase private mineral rights on a large scale, and often at higb 
cost, i' largo reserves were to he acquired and hold for the future. 

This economic factor was of importance not only because of the 
fear or a prospective oil shortage in the United States, but also because 
this meant that American oil would be at an increasing disadvantage 
in supplying foreign markets. These markets at that time wore 
d6velo])ing rapidly duo to the growth of motor transportation and the 
use of petroleum products for power, light, heat, and other uses. 
Partici larly important in foreign markets was the growth in demand 
for bunker oils, since, following the lead of the British Navy in 1912, 
much qf the world’s shipping fleets were being converted from coal to 
fuel oil as their source of power. 

Disemery of foreign reserves . — ^ After' 1890, the discovery and develop- 
ment o| now fields in foreign countries, such as those of Rumania, 
India, Dutch East Indies, and Iran, gave the concession owners, 
chiefly British -Dutch interests, supplies of crude oil more advan- 
tageous^ located, freightwise, with respect to foreign consuming 
marketsi than the oil fields of the United States and Mexico. The 
economib advantages accruing to companies with widely distributed 
sources of supply, such as Royal Dutch-Shell,*^ is obvious. American 
companip wishing to retain European and Asiatic markets for their 
products at costs comparable to those of other suppliers could do so 
only by obtaining foreign reserves for thom.selvo3. 

Pear of foreign monopoly . — Concurrent with the fear of an oil 
shortage fin the United States and with the devolopm.6nt of these 
economiq factors unfavorable to American oil companies interested in 
foreign niarkets, there was also developing a general fear of a foreign 
monopoly of all foreign oil resources. In 1920 and 1921, the United 
States Senate demanded an investigation of the restrictions imposed 
on American citizens by foreign countries in prospecting for petroleum 
and of the steps being taken to remove these restrictions.*® From the 
resultant reports and investigations it was concluded that American 
interests were being systematically excluded from foreign oil fields. 
In May i920 Senator Phelan of California introduced a bill under 
which a Government corporation would be established to develop oil 
resources' in foreign countries.*® 

The rapid expansion of Royal Dutch-Shell in the United States 
during 1910 and 1920 was pointed out as an illustration of the exploita- 
tion by a [foreign company of American resources, while conserving 
reserves elBewhoro.*^ A statement was circulated among American 
oil companies in August 1919, to the effect that the British Govern- 
ment had decided to use the Shell organization to develop the oil 
resouroos of the British Dominions.*® Resentment and indignation 

14 In 1921, Royi >1 Dutch-Shell drew its supplies of crude from 8 countries. It had 120 bunkering stations . 
in all parts of the world. Federal Trade Oommission, Report on Fortdgn. Ownership in the Petroleum 
Industry, 1923, PI ). 16, 20. 

S. Doc, No. ^2, 60th Cong,, 2d sess.; Si Doc. No. 39, 67th. Cong., 1st soss. 

S. 4396, 66th (bong., 2d soss. 

John lao, The United States Oil Policy, p, 462. By S. Res. 311, G7th Cong., 2d sess., the Federal Trade 
Commission was idirectod to make a report on tho foreign ownership of American oil companies. Tho 
report, Foreign Ownership in the Petroleum Industry, was made in 1923. The report emphasized the 
holdings of Royal jDutch-Shftll. 

Letter from V'^altcr C. Tcagle to C. O. Swain, August 12, 1919. The statement was reputedly made in a 
pamphlet circulatM to Shell stockholders. The American Petroleum Institute submitted the above state- 
ment to the Sfcitc Department for its consideration. 
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woro hcightoned by such ovidonco of British dominance as this state- 
ment of E. Mackay Edgar in Sperling’s Journal in 1919; 

America is running through her stores of domostic oil and is forced to look 
abroad for future reserves. * * * xho British, position is impregnable. All 

the known oil fields, all the likely or probable oil fields outside of the United States 
itself, are in British hands or under British management or control, or financed by 
British capital. * * * To the tune of many million pounds a 3mar, America 

before very long lyill have to purchase from British companies * * a 

progressively increasing proportion of the oil she cannot do without and is no 
longer able to furnish from her own stores.*® 

Because of those factors, by tho end of World War I nearly all of 
tho important American oil comiianios wore actively seeking foreign 
reserves. In this search, however, they were confronted in the East- 
ern Hemisphere with formidable obstacles, tho most important ones 
being tho national and colonial policies of Groat Britain and the ac- 
tivities of British-.Dutch oil companies which wore, themselves, en- 
gaged in tho search for foreign reserves. The British-Dutch companies 
were endeavoring to prevent tho surrender of Empire reserves to the 
American “oil trust, ’ ’ while at tho same time tlioy were busily protecting 
a similar trust of their own, Tho national and colonial policies of 
other European countries were directed to similar objootives. 

At least as early as 1902, Colonial Oil Co. of Now Jersey, which 
prior to the dissolution was a subsidiary of tho old Standard Oil Co. 
(Now Jersey), applied to the Government of Burma for a license to 
prospect for oil. This application was refused. In tlio same yoa,r 
Anglo-American Oil Co., Ltd., a British subsidiary of Standard Oil 
Co. of Now Jersey, was likewise refused a license to prospect for oil in 
India with the explanation that^ — 

It is nob desired by the Government of India to introduce any of the American 
toil companies, or their subsidiary companies, into India. * * * 20 

LaJer, in 1905, applications of Standard Oil Co. (New York) — at this 
time also a subsidiary of blie old Standard Oil Co. (New Jersey) — for 
permission to erect storage and refining facilities in India to be sup- 
plied by purchases of cnido oil from Indian producers, were likewise 
'denied.^‘ Again, in 1917,' a representative of Standard Oil Co, (New 
York) obtained an option to purchase or lease land and mineral rights 
from private owners in Assam; their effort to prospect for oil, however, 
was blocked by tho Indian Government, acting in accordance with the 
■“cardinal principle” that — 

The licensees shall be and remain British or state subjects or a company of 
British or state subjects under British or state control.®® 

As a result a single British company, the Burmah Oil Co. (partly 
owned by Anglo-Persian Oil Co. of which the British Government 
was part owner) was given a monopoly in the production of crude oil 
in British India. The British marketing interests in India also had 
become associated with the Dutch interests in the Ear East, through 
the Royal Dutch-Shell merger of 1907, with tho result that preference 

19 The Annals, May 1 920, p. 1 33; reprinted from Spcrling’f? Journal, September 1919. Mr. Edgar's remarks 
were reproduced in the United States Senate without a proper setting. Mr. Edgar was attempting to 
assuage British, taxpayers who woro objoojing to a large increase in taxes to support Mesopotamia. His 
remarks, however, were not so interpreted in America. It was immcdiatoly alter Mr. Edgar's statements 
were publicized in the United States that Senator Phelan introduced his Government corporation bill. 

Federal Trade OommiKsion Report on .Foreign Ownership in tho Petroleum Industry (1923), p. 105, 
exhibit 15, letter of Standard Oil Oo. (New York) February 24, 1922. 

21 Ibid., p. 106. 

2* Ibid., pp. 106-107. 
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both las to production and marketing was reserved to British and 
Dutch associated interests.^® 

The same principle appears to have been strictly applied prior to 
1920 in certain other areas subject to British control, such as Canada 
and Australia, and in Growui lands and lands alienated by the Crown 
for agricultural purposes in Trinidad. In still other areas controlled 
by the British, similar restrictions wore applied in varying degrees. 

Restrictivo policies of the same general type were followed by the 
Netherlands, Franco, and other countries. In the Netherlands East- 
Indies, where Standard Oil Co. (New Jersey) acquired certain pros- 
pecting rights under an oil mining law prior to 1920, these rights 
had boon vested in Ncderlandsche Kolonialo Petroleum Maatschappij 
(Nothffl’lands Colonial Petroleum Co.) a subsidiary of Standard Oil 
Co. (New Jersey). Standard of New Jersey stated in 1922 that 
expansion of its interests in the Far East was blocked — 

* * * through the refusal of the Government of the Dutch East Indies to 

grant prospecting licenses to the N. K. P, M, (Nederlandsche Koloniale .Petro- 
leum Mil.] or to grant mining concessions except in cases whore the N. K. P, M. 
had a right to such concessions under the old mining law which provided that 
discovery of a mineral under a prospecting license gave the right to a concession. *6- 

In Rumania and Russia, in which two other important foreign 
reserves had been developed prior to World War I, American and 
other foreign interests, including the British-Dutch “Shell” combi- 
nation, acquired concessions prior to World War I. The Russian oil 
industry was nationalized and foreign interests were expropriated 
following the revolution in 1918. In Rumania, prior to 1918, por- 
tions ofTgovernment oil lands were leased for private operations by 
both Rumanian and foreign capitalists. Most of this leasing occurred 
prior to 1909. In 1918, large land areas were expropriated from both 
Rumanian and foreign owners, and surface rights were resold to 
peasants with the Government retaining the subsoil right.s. This 
expropriation applied particularly to lands declared to be oil bearing, 
but not yet worked. Other portions of govornmont lands, which were 
being worked, continued to be operated by both foreign and Rumanian 
private capital. In Poland, the only other country having important 
crude production in 1920, undeveloped lands wore owned by the 
Government and exploration and exploitation were strictly super- 
vised by the Government.^® 

In Greece, the Anglo-Persian Oil Co. obtained an exclusive con- 
cession of all petroleum rights in eastern and western Macedonia for 
an exploration period of 5 years, with an ojRion for a 60-year explora- = 
tion concession in some areas Thus British interests obtained ^ 
exclusive rights to oil that might bo discovered in Macedonia. ir 

In Persia, the Anglo-Porsian Oil Co., Ltd., obtained concessions 
through its subsidiary, North-.Porsian Oil Co., Ltd., under which it 
claimed control of a territory of 500,000 square miles containing the 
most proipising oil-bearing lands of Persia. Persian production, 
developed I by the British largely to support the oil-burning British 

83 Ib.td., p. 39, 1 ‘ 

Ibid., pp. 42+^52. ’’T^t'lsjlnteresting to note that tlie mergGr''of Royal Dutch Oo., producing and refining in 
the Dutch East Indies, and Shell Transport & Trading Oo., with crude oil production in Borneo and trans- ‘ 

portation and marketing facilities in the Far East and Europe, exemplifies a certain degree of elasticity in 
British policy. To enable Britain to escape to some degree from the previous domination of Standard Oil. 

Oo.. tho. American companies wero denied production and marketing privilogea in India, while British and 
Dutch interests wore permitted to participate in marketing their foreign products and their purchased oil 
both in tho Par East and in Great Britain and continental Europe, with, the Dutch owning 60 percent and . 
the Bfitish 40 percent of tho now merged company. 

83 Ibid., p. 125, Exhibit 18, letter of Standard Oil Co, (New Jersey), August 4, 1922. 

88 Ibid., pp. 56-67, 

, S7 1bid., pp. 57^d90. 
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vessels during World War I, amounted to 16,673,000 barrels of crude 
in 1921.® The British Government participated in this development 
directly through its part ownership of Anglo-Pcrsian Oil Co., Ltd. 
In southern Persia, also, Anglo-Persian Oil Co., Ltd., held a CO-yoar 
concession granted in 1901 to W. K. D' Arpy. Control of the northern 
Persian concessions, however, was rendered insecure following World 
War I by the claim of the Persian Government that the grant was 
invalid.^* Iraq was not yet an important producer and the Bahrein 
Island, Saudi Arabia, Kuwait, and Qatar fields had not yet been 
discovered.®” 

Because of these national and colonial policies^ therefore, attempts 
by American companies to obtain crude oil concessions in Asia had 
been largely unsuccessful, and, in 1920; the holdings of those companies 
wore negligible in both Europe and Asia. In the foreign countries of 
the Western Hemisphere, however, similar political and private bar- 
riers did not exist, and in the early i920’8 American coinuanios became 
actively interested in oil concessions in Venezuela, Colombia, and 
Peru. 

In 1920 there were no strong American oil interests in Latin 
America except in Mexico, which, however, was regarded as a de- 
clining source of supply The most important interests in Venezuela 
at this time wore held by Royal Dutch-Shell, which previously had 
acquired control of the concessions held by subsidiaries of the General 
Asphalt Co.®^ It was on Shell’s properties in the Maracaibo Basin 
that the first important Venezuelan oil field discoveries were made in 
December 1922 and in 1923. 

While most of the oil interests in South America, except for those 
held by Shell, were small and undeveloped in 1920, a number of more 
important American companies became active in this area in the early 
1920’s. There wore no political or private barriers to the entry of 
American oil companies in the Latin- American countries comparable 
to those in the Eastern Hemisphere. By 1932, however, two Ameri- 
can companies — Standard Oil Co. (Now Jersey), and Gulf Oil Corp.- 
had emerged as dominant forces in the South American oil industry, 
owning, together with Shell, practically all of South American produc- 
tion and most of the promising concession areas. These two com- 
panies built up their holdings by purchasing or merging with other 
Venezuelan interests, large and small, or by long-term leases of their 
properties. 

Jersey Standard acquired its first South American interests in 1920, 
when its Canadian subsidiary, Imperial Oil Co., Ltd., organized the 
International Oil Co., Ltd., which took over an independent company 
of the same name, opoiating in Peru, and the Tropical Oil Co., 
operating in Colombia.®® In 1921, Jersey Standard concluded a 
contract with the Maracaibo Oil Exploration Co., whereby Standard 

36 DoGoIycr and MacNaughton, Twentieth Century .retroleum fitatisOics (1949), p. 24. 

36 Foreign Ownership in the Petroleum Industry (FTO, 1923) p. 02. 

36 Arabian American. Oil Oo., Summary of Middle East Oil Developments (1947). 

31 Except as otherwise noted, the information given in this and the succeeding paragraphs is taken from 
the annual editions, 1912-32, of Moody’s Manual, Poor's Industrials and Moody's industrials. 

32 Concessions hold by the General Asphalt Co. date from as early as 1010. Control of those concossions 
passed to a subsidiary of Royal Dutch-Shell, Burlington Investment Co., Ltd., in the income of which 
General Asphalt owned a 2-1.8 percent Intorcst. Burlington, controlled the Caribbean Petroclum Co. (lOO' 
percent), Colon Development Co., Ltd, (75 porcont), and Venezuelan Oil Concessions, Ltd. (extent of 
control not stated), fibril’s Venezuelan interests have since been hold by these companies and thetr sue* 
cessors. A minority interest (25 po-T'f'nt) in. the Colon Development Oo., Ltd., was held during the 1.920’s 
by an American company, Carib Sy uiicate, and an alTiliato. General Asphalt’s interest in Shell’s 
properties was reduced to a royalty basis In 1923. 

33 The predecessor to the International Oil Co. had boon organized in 1914 to take over the properties of 
three British companies in Peru. The Tropical Oil Oo. had been organized by American interests In 1914 
to t^e up concessions in Colombia. 
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was po manage and develop a large part of its properties in the Mara- 
caibo Basin for a two-thirds undivided interest in themd^ In the 
following year, Jersey Standard entered into management contracts 
with British Controlled Oilfields, Ltd., and a subsidiary of that com- 
pany, the latter companies to have a royalty interest in the oil pro- 
duced. In 1928, Jersey Standard merged its interests with those of 
the (Creole Syndicate, which owned important concessions acquired 
on its own account and through the purchase of four independent com- 
panion. Some of Creole’s important concessions in the Maracaibo 
Basin were being developed under contract with the Gulf Oil Corp., 
and, despite the change in their ownership, Gulf has continued to man- 
age these properties to this day.®^ Jersey Standard rounded out its 
Venezuelan holdings through the purchase in 1932 of the foreign prop- 
erties of the Pan American Petroleum & Transport Co., a subsidiary of 
Standard Oil Co. (Indiana). These properties included the Lago Pet- 
roleum Co. and its affiliated and subsidiary companies, owning large 
concessions on the northeast shore of Lake Maracaibo, where the 
riohesli oil fields of Venezuela subsequently developed large installa- 
tions g,nd a refinery at Aruba in the Dutch West Indies, and ships and 
other transportation equipment.®® Jersey Standard thus acquired 
the largest oil interest in Venezuela, except for itself. Gulf, and Shell. 

Guli Oil Corp. similarly built up its holdings largely by acquisitions 
of independent com.panies. In 1923, 1925, and 1929, for exam.ple, 
the South American Gulf Oil Co. bought concessions in the Maracaibo 
Basin from the Maracaibo Oil Exploration Co. for cash plus a royalty 
interest.®^ The Venezuela Gulf Oil Co. in 1924 purchased concessions 
from the Andes Petroleum Co. and from the Venezuelan Petroleum 
Co., Lid.,®® the seller in both cases retaining royalty interests in the 
properties. In 1925, Gulf entered into the management contract 
with the Creole Syndicate mentioned above and in 1926 Gulf leased 
under cption a large acreage from the Venezuelan Seaboard Oil Co., 
Inc.“ .ill of these properties and interests acquired by Gulf were in 
the Maracaibo Basin. 

In abort, practically all of Venezuela’s production and its most 
prom.ising concessions came to ho held by Royal Dutch-Shell, the first 
important oil interest in Venezuela, and by two American companies, 
Jersey Standard and Gulf, which had built up their holdings by pur- 
chase, merger, and lease of the outstanding independent companies. 

In the Eastern Hemisphere, the major oil companies, American and 
foreign, turned their interests to the Middle East after 1920 in the 

Maracaiio Oil Exjiloration Co. was organized in Delaware in. 1919 to take over and dijvelop the properties 
of four predecessor companies. 

*5 The Creolo Syndicate was organized in Delaware in 1920 and soon ther(3aftGr acquired a nuTn.bcr of 
Lake Maracaibo properties. These properties wore taken over by Dnlf under management contracts in 
1925. Orcolel purchased four liidopeii.d6nt companies in 1926-28, whose principal assets were Venezuelan 
concessions. 

8® Lago Petroleum Co. was organized by American and British interests in 1923 and immediately acquired 
large concossibns in Venezuela. In 1924, .Lago and the British Mexican Petroleum Co., Ltd., an afflliato of 
Pan Amcricab, jointly organized the Lago Oil and Transport Co. which acquired property at Aruba built 
terminal facilities there, and acquired some tankshipg. The same .British interests that participated in. 
Lago appear tlo have boon interested in British Mexican, In March 1927, Lago purchased a '^substantial 
block of stock of Creole Syndicate.” Standard oflnriiana acquired (iontrol of Pan. American in 1925 and 
Pan Amoricarl acquired control of I.,ago and its atliliatos in 1926. 

37 These probcrtics were apparently transferred later to some other Gulf subsidiary, probably Venezuela 
Gulf Oil Co., mr when South American Gulf was sold in 1936 to the Texas Co. and Socony-Vacuum, it hold 
only Colombian assets, these being ehiofly a 75-pcrcent interest, acquired in 1926 from the Cities Service 
Go., in the Barco Concession in Cfiiombia. 

38 The assets of the Andes Potrolcum Go. were jointly held by Andes and by the Atlantic Gulf Refining 
Co., a subsidiary of Atlantic Rofining Co. 

8® Control of the Venezuelan Potrolcum Co. was purchased by Sinclair Consolidated Oil Corp, in 1930. 
The date of Gzklf’s purchase was not clearly stated in Moody's Manual and may have been in 1923. 

This company was a subsidiary of Mexican Seabord Oil Oo. It is not made clear in the financial 
manuals whether or not tho ‘'option,” presumably to purchase, was exercised. In 1930 or 1931, Vcnezuolan 
Seaboard and Creole, a subsidiary of Jersey Standard, “pooled” their eoncossions in tho State of Monagas, 
Venezuela. 1 
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effort to satisfy their increasing needs for foreign reserves. Thvs area 
not only gave promise of a treasure of oil, but it was also one whore 
nditical and private barriers did not appear to be insuperable. Con- 
Lssions in this area wore granted after 1920 for large 
STnSiibet of cases the entire area of a country, the conce^on Wder 
ffencrallv being a subsidiary company own^ by several of the major 
mternational oil companies. In this way aU seven of the major inter- 
national oil companies discussed in chapter II became interested in 

^SumrlTi tL technnnes of control.-Fviov to 1920 Amf^rican com- 
nanies oitliw had been indifferent to foreign reserves or they had been 

Lgcly frustrated in their efforts to.acqunn reserves in the East^ 

Hemisphere, owing to restrictive national and 

eicn (Tovernments and of private oil interests. Alter 1920, “owever, 
theyliecamo actively interested in foreign reserves, 
dual fears of a prospective shortage of American oil and of a British- 
Dutch monopoly of foreign reserves. This increasing interest was 
also stimulated by the rising costs of American oil and the current and 
nrospective discoveries of large foreign resorvos which would afford 
to their owners a ready supply of cheap oil, advantageously located 

^TM^grow^ng^intefest was transformed into successful effort by the 
American oil companies in acquiring substantial 

America principally m Venezuela, and in the Middle Eash ine 
following chapters of part II describe the process by which these oil 
reserves^were^brought under the control of the seven international oil 

^^This control over foreign reserves has been achieved through the 
use of two techniques, joint ownership and long-term contracts for 
the sale of crude oil. In the Middle East, the interests of the seven 
international oil companies have boon woven together by joint owner- 
ships of subsidiary companies, each holding interests in one ot more o 
thc?o Sint enterprises. This interlacing of control is revealed through 
the history of ^tho political and private diplomatic negotiations 
preceding organization of the jointly owned subsidiary companies 
and bv an analysis of the management and operational policies of 
these subsidiaries after their organization. The ^ 

- East of five of the seven international oil companies li^^e been stm 
more closely interwoven by the execution among them of long-term 
Sntracts S the s7e of crude oil. The long period of the contracte 
the great quantities of oil involved, the unusual nature of the prici g 
methods and the conditions of sale, and the indusion of provisions 
SriSng the marketing of the oil suggest that these contracts 
extend far beyond the ordinary business transaction. ■ 

In Venezuela, the three international oil companies ownir^ the 
bulk of that nation’s oil reserves and production wore closely bound 
together through long-term contracts for the sale of crude od. Closely 
allied to those agreements, which in effect bound the throe 
together in a partnership, wore other agreements designed to impose 
reltrictive controls on the production of two ^re 

As a guide to the discussion in chapters IV, V, and Vi, there a 
presented below the names and ownership of the principal corporate 
bodies operating in the Middle East.‘‘‘ 

« This i— tion was S 

S!S Gove&t's sh^ of is somotlmoa glmi as a slightly lessor proportion. 
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CHAPTER IV 

JOINT CONTROL THROUGH COMMON OWNERSHIP— THE 
IRAQ PATROLEUM CO., LTD. 

The Iraq Petroleum Co., Ltd., was the first joint venture in which 
important American and foreign oil companies were united in one 
operation. In the words of one of its founders, IPC “is a unique 
oom.pany born of prolonged and arduous diplomatic and economic 
negotiations.” ^ The history of IPC, which is probably more tangled 
and dramatic than that of any other oil company, reveals that restric- 
tive' influences were at work from its inception. IPC was not organ- 
ized and operated as an independent corporate entity; rather its 
policies and management were determined by and made to servo the 
mutual interests of the major international oil companies which 
jointly owned the majority of its shares. 

HISTORY AUD EARLY DEVELOPMENT 

The history of IPC dates back to the last decade of the ninotoonth 
century when C. S. Gulbonkian, an Armenian, m,ado a comprehensive 
report on the oil possibilities of Mesopotamia, which attracted the 
attention of the Turkish Sultan’s Minister of the Liste Civile ^ and 
the Minister of Minos. Gulbenkian’s report prompted the Turkish 
Sultan, Abdul Ham.id, in 1904 to transfer the ownership of imm.onso 
tracts of land in Mesopotamia from the Ministry of Mines to the 
Liste Civile. This, in fact, was a transfer from the government to his 
private account. 

Interest in oil concessions in the Near East was growing, and com- 
petition between British and German interests for oil and raihoad 
' concessions was especially keen.® Around 1890, the Germans, 
through the Deutsche Bank, secured a concession in Mesopotamia for 
the Bagdad Railway, which included mining ri^ts extending 20 
kilometers on both sides of the projected railway. The Germans were 
anxious to enlarge the claims of the Bagdad Railway but were 
hampered by the shift in ownership from the Turkish Government to 
the Liste Civile. Whereas their concession bad boon granted by the 
■ former, it was the latter which now owned the lands. Not only were 
the Gormans unable to obtain concurrent mining rights in the same 
region; it was oven doemod inadvisable to press the Turkish Govern- 
ment for concessions on lands held by the Liste. The German interests 
did, however, obtain a letter from the Turkish Government which 
promised preferential treatment regarding mining rights.'’ 

1 Prom Memoirs of Caloustc Sarkis Gulbonkian Witli Particular Beforonce to ttie Origins and Founda 
' tion of tho Traq. Potroloum Co., Ltd., Lisbon, September 16, 1041. 

2 “Liste Civile” moans tbo Ministry of the Privy Purso, sometimes known as tho Private Purse of the 
^Siiltan. 

3 An American, retired Roar Adm. Colby M. Ohostov, was also negotiating for oil concessions m the Near 
1 .East, but his activities had little direct relation to tho founding of tho Iraq Petroleum Go., Ltd. 

* Gulbonkian Memoirs, op. cit. 
i « Ibid. 

47 
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i!.t about the same time, British interests were also bargainmg- 
witji the Turks for an oil concession. In 1901, William K. D’Aroy® 
obt lined a 60-year oil concession from the Shah of Persia covering 
600 000 square miles, or fivo-sixths of the Persian Empire (now 
Iran).'' Mr. D’Arcy, anxious to extend his concession into Mosopo- 
taniia, sent representatives to negotiate with the Alinister 
of the Turkish Liste Civile in 1901 and again in 1903. But the nearest 
thing to a concession which ho obtained was a letter from the Grand 
Vizijr promising that the Sultan would confirm the arrangement for- 
oil rghts in Mesopotamia.® 

Ir. 1904, after a visit to Constantinople by the Kaiser, the German- 
owned Anatolian Kailway Co. obtained a concession from the Sultan’s. 
Liste Civile to explore for oil within a radius of 20 kilomotera on both 
sides of the proposed right-of-way in the Vilayets ® of Mosul and 
Bagdad. The concession contract provided that if certain develop- 
ment work wore not performed within a stipulated period, the con- 
cession would become null and void and that the Liste Civile was tO' 
reimburse the concessionaires for all expenditures. 

Mr. D'Arcy again entered the bargaining in 1904. Although 
he was again unable to obtain confirmation of the Sultan’s promise, 
as a result of his efforts the Sultan informed the Germans that their 
righfas under their concession had expired because of nonperformance. 
The Germans filed a claim with the Liste Civile for £20,000, covering 
expenditures made for geological work performed, but the claim was 
never paid and the Germans, therefore, took the position that the 
concession was never invalidated." 

Pre m 1904 to 1912 many attempts were made by both the Germans 
and t|re British to obtain confirmation of their claims to Mesopotamia 
oil, with only tlie negative result that each was successful in blocking 
the omer’s efforts. In 1908, D’Arcy incorporated as D’Arcy Explor- 
ation Co.'“ and transferred all his oil claims in Mesopotamia and Persia 
to An^lo-Persian Oil Co., Ltd. In the spring of 1909, he was about to 
close a deal with the Turks when the Young Turk Revolution swept 
Sultan Abdul Hamid out of power. The Young Turk Government 
was pi'o-British; and in 1910, a new institution, the National Bank of 
Turkey, was founded to support British enterprise in Turkey. All 
the capital was held by British citizens, and C. S. Gulbenldan was 
nominated a director and a member of its executive com.mittee. Mr. 
Gulbenldan apparently believed that a satisfactory solution to the ^ 
Mesopotamia oil clairo.s could be attained only by cooperation with 
the German interests. Accordingly, overtures were made and an 
agreement was reached between the National Bank of Turkey and 
the Deutsche Bank, which controlled the Anatolian and Bagdad rail- , 
ways, to form a British limited-liability company in which the : 
Deutsche Banlc would hold a 25-p6rcent interest. Thus there was ‘ 
forro.e(l on January 3 1 , 19 1 1 , African and Eastern Concessions Limited, 
which on October 23, 1912, became the Turkish Petroleum Co. (with . 
a capital of £80,000) ; and in April 1929, became the Iraq Petroleum 

® D’Arev. who had bcGn a speculator in rtimiriff ventures in Australia and elsewhere, is chiefly known as a ! 
pioneer oil prospector and. diplomat in the Middle East. ? 

7 This is the concession now hold in Iran by the Anglo-Iranian Oil Co. , Ltd. 

8 W. C. Teagle, ConQdentlal Memorandum of Negotiations with the Turkish Petroleum Oo., Ltd., 

® Tnrkisli provinces. 

10 History of the IPO and Mr. Gulbonkian’s Part in Its Foundation, also letter from H. Riodemann to 
W. C. TeaglG, October 10, 1020. 

TeagIe,Top. cit. ^ 

IS Davenport and Cooke, op. cit., p. 24. 
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Co. Ltd.‘® Ownership of the shares of the Turkish Petroleum Co. 
(hereafter called TPC) was distributed as follows: 

* 25 

Natiinaf Itoih)FTurkoy7l5 porcent'was Jeld for Mr. Gul^kianj 50 

Anglo-Saxon Petroleum Co., Ltd.u» (Subsidiary of Royal Dutch-Shell) 

The most important feature of the now corporation was an agree- 
ment bv the parties not to compote with the company in obtaining 
concessions and not to hold any concessions independently ot the 
•company.''^ The Deutsche Bank, in return for a 25-porcent interest 
in the Turkish Petroleum Co., conceded to the company the claims 

held by the Anatolian and Bagdad railways. p m i icU 

Although one group of British interests owned part of the ^rkisn 
Petroleum Co. through the National Bank of Turkey, the D Arcy 
group found itself excluded, It pressed vigorously for an interest m 
the company. The D’Arcy interests themselves were taken oyer m 
1909 by a new firm, Anglo-Persian Oil Co., the name of which was 
later changed to Anglo-Iranian Oil Co. ^ . . , , 

During the period 1904-14, when the British and Germans were 
competing for oil concessions in the Middle East, th6 British Gov- 
ernment was considering the possibility of converting the British 
Navy from coal to oil. On March 3, 1913, the British Royal Com- 
mission which had been appointed to study the problem reported that 
the British Navy should fuel with oil, which, of course, had to come 
from abroad, instead of coal, which tlm British Isles produced in 
abundanco.i^ Winston Churchill, then First Lord of the Admiralty, 
announced the Admiralty’s oil policy in a speech before the House ot 
Commons on July 17, 1913, in the following words; 

Our ultimate policy is that the Admiralty should become independent wner 
and Droduccr of its own supplies of liquid fuel. * * Vye muse Decome ine 

wnCTS, or at any rate the controllers at the source, of at least a proportion of tlie 
•supply of natural oil which we require.^ 

The policy led to the purchase of a controlling stock interest in 
Anglo-Persian Oil Co.^' by the British Government m May 1914. 

The British Government also obtained the power to appoint two 
■directors of the company. Although these directors were supposed 
to have no part in the ordinary commercial management of the busi- 
ness, they had the power to veto any proposal made by the other 
■diT’pptors 

Despite these various maneuvers, neither D’Arcy’s group, now 
held by Anglo-Persian, nor the Turkish Petroleum Co. had yet been 
•able to obtain an actual concession agreement for Middle East oil. 
With the British Government actiyely engined m ^shixig An^o- 
Persian’s interest, the owners of the rival Turkish Petroleum Co. 
felt that steps were necessary to remove the opposition ol Angio- 

13 Minutes of Meeting of pit^tors, Apiil 25 1929 Qulbenkian had been in partnership with 

•and Eastern Concessions, Ltd., had boon 40 percent. 

u g^Sortlnd'oJ^ko! op. cit., PP. 16-21. Also reprinted in American Petroleum Interests in Foreign 
-Countries. „ ^ t i it mm 

u Ko"an“Xoh is Co., Ltd., is owned 56 percent by the British Govern- 

ment, 22 pare nt by Burmah Oil, and 22 percent hy the British public. 

18 Davenport and Oooko, op. cit., p. 23. • 
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Persian Accordingly, a conference was held in 1914 at the British 
roragii Office, and the Foreign Office agreement of March 19 19H 
was adopted Parties to the ^agreement were representatives ’of the 

I WOm National S Turkey 

II ^ through the Anglo-Saxon Petroleum Co Ltd ’ 

the D Arcy gipup, and the Deutsche Bank. This agreement^Dro^ded 
for a fusion of interest in Turkish Petroleum Co. cSes^ ons.^ SpocL 

PersiLf shohd^ohT^ that the D’Arcy group (acting for Anglo- 
1 ersian) shou. d obtain a 60-perccnt stock interest in Turkish Pe- 

teoleum Co., while the Deutsche Bank and Anglo-Saxon Petroleum 
Co. were each to hold a 25-pcrcent stock interest A 5-porcent benm 
ficiary interest for Mr. C. S. Gulbenkian was to be coXibiS 

holdffiCin^ ffi groups out of their respectivl 

noiclmgs and, in the event of Gulbenkian’s death, the D’Arev e'roun. 
and Anglo-Sa.on were to have the option of purchasing h£ IntS 

This provision and Gulbenkian’s 5-percont share became important 
factors m subs iquent negotiations. uu nnpoi ram 

Following the adoption of the Foreign Office agreement, the Turkish 
continucJfto British and German Ambassadors, 

ment On M/f agreement with th e Turkish Govern- 

German and British Ambassadors 
handed to the Jurkish Government the draft of a convention covering 
the oil rights in Mosul and Bagdad. On June 28, 1914 the Granf 
Vizier agreed to lease the rights to the Turkish Petroleum Co., stating- 

agreemLu^ ^ ® general terms of the 

promise for a concession, but the war interrupted negotia- 
t ons before an agreement was reached, and the operations of Turkish 

GrindXi?r°‘r““''"'^ suspended until 1918. The statement by the 
1 L -7’ yas one on which the Turkish Petroleum Co 

relied heavily fer its claims to Mesopotamian oil after World War I 
All negotiations for an oil concession in the Middle East ceased 

Ck ffi Msl VcVT “ f tlTe DeSe 

,uanlr in LurkisJi Petroleum Co. was taken over by the British Alien 

throughout the war^ After the armT- 
stice of 1918, ho wever, negotiations between the English and French 

m agreement 

n April 24 , 19^0. Ihis agreement awarded the Deutsche Bank’« 

These were small an 
(Iran) and the Turkish 
Iranian Oil Co. 

" Sec. 10, Poreian Offlcl 
“ History of the IPG 
“ History of the IPG, o 
The San Uemo agreei 
Petroleum Industry, op 


- ! agreement, March 19, 1914 . 

1 r? >“ Its Foundation, April 1944. 

i nent was included as exhibit 14. p. 103, in a Report on Poreign Ownership in the 
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25-pcrcerit share in Turkish Petroleum Co. to the French Govern- 
ment. In return, the French consented to the construction ot pipe- 
lines and the transportation of oil through French spheres of influence 
from Mesopotamia to the Mediterranean. Another provision of the 
San Remo agreement provided for the granting to the native Gov- 
ernment of Mesopotamia of a 20-pcrcent interest m any pnjate 
petroleum company that was sot up to exploit the oil lands ot that 
country. The French and British, under the agreement, were to 
support their respective nationals in any common negotiations for oil 
concessions in Rumania or Russia. 


AMEIilCAN-BRITISn DISPUTE OVER MESOPOTAMIA AND THE " OPEN DOOr” 

The alleged British oil monopoly in British mandated territories 
and the signing of the San Romo agreement led to a heated ^d pro- 
longed diplomatic dispute between American and British Govern- 
ments ovmr the oil resources of the Middle East. Ihc American 
Government, under Secretary of State Colby and later under 
tary of State Hughes, waged a determined diplomatic battle with the 
British regarding the rights of American oil companies to participate 
in the development of Middle East oil resources.^'' 

Before World War I, Mesopotamia (now Iraq), had been a part of 
the old Ottoman Empire under Turkish control, but, at the close ol 
the war, Mesopotamia became a mandated area under British con- 
trol.^® In 1919, when the British refused to permit American on 
companies to so.nd exploration parties into Mesopotamia, a diplomatic 
dispute arose which resulted in a long series of diplomatic ncRos and 
protests being exchanged between the American and British Govern- 
ments. Between the two Governments, the dispute was over the 
principles wliick should apply in mandated regions (thus including the 
San Remo agreement). Underlying this issue, however, was a 
struggle between the major oil companies of the UnhM States and 
Great Britain, actively supported by their respective Governments, 
over the oil resources of the Middle East. 

The American position in the dispute was essentially ttie open 
door” policy, the important provisions of which wore (1) that the; 
nationals of all nations bo subject, in all mandated territories, to 
equal treatment in law, (2) that no economic concepions m any man- 
dated region be so la;go as to bo exclusive, and (3) that m monopo- 
listic concession relating to any commodity bo granted, ihe, United 
States Government maintained that the war had been won by tne 
Allied and Associated Powers fighting together, and that consequently, 
any benefit, whether in oil interests or otherwise, should bo available 
to the nationals of all the Allied Powers, and should not be seized by 
those of any one particular power. Moreover, the United states 
assorted that the San Remo agreement discriminated against the 
rights of American nationals, that no oil rights in Iraq wore vested m 
the Turkish Petroleum Co., and that no valid concessions could come^ 

!i For a more"i30inpIete and detailed explanation of tlio BtitlA-Amwican dteputc over the 

allocated territories thus bocarac mandates of Britain and Franco, respectively. 
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except through the government of the people of the 
^ British point of view was that British nationals had 
that those rights must be respected, and that, 
States had been an Allied Power, this fact gave 
right to trespass upon “acquired rights.” The term 
«” referred to the rights held by the Turkish Petroleum 
:hts promised to that company by the Ottoman Grand 
meed by his letter of June 28, 1914, to the British and 
ssadors.^® The controversy between the British and 
ernmonts continued until the partners of the Turkish 
consented to discuss with representatives of the Ameri- 
“■y a basis for American patricipation in the Turkish 
The resultant negotiation revolved around the State 
open door” policy. It will be discussed in detail in a 
ition. 

^ American oil companies to obtain a foothold in 
dispute between the British and American 
the American oil companies, working through official 
continuing their own efforts to gain a foothold in the 
In the summer of 1919, Standard Oil Co. (Now Jersey) 
iercst in the oil fields of Alesopotamia, and the probleiu 
wito the United States Government. Standard was 
10 efforts of any single company to obtain concessions in 
v^ould not be supported, but that the Government would 
• American petroleum industry. Later in 

lean Petroleum Institute adopted a I'esolution in which. 

fear that American oil companies might be excluded 
uon in Mesopotamian oil and asked that the State 
appropriate action. In November 1919, Walter 
epdent of Standard Oil Co. (New Jersey), working 
ited States Bureau of Mines, asked permission to send 
irvey party into Mesopotamia. He was advised, 
the State Department had already taken up the 
question with the British Government and had been 
no oil reconnaissance parties would be permitted until 
esopotamia was finally decided. 

1921, a group of seven American companies notified 
rtment that they were prepared to send a party of 
mgmeers to Mesopotamia for a reconnaissance survey.^' 
ig the Secretary of State for permission to make the 
.’ were advised that “as soon as this Department 
ussion for prospecting in Mesopotamia is being or may 
tjhe authorities in that territory, you will bo promptlv 


St 


^|aerican oil companies directed most of their efforts 
channels, they also investigated the possibility of 
ling the claims to concession rights in Mesopotamia 
itsclm Bank. As previously noted, these claims had 
the Bagdad and Anatolian railways, and were turned 
•kish Petroleum Co. in 1912.2® After a full investi- 


Moxican Pctrolouin Co., the Texas Co. the Gulf 
Consolidated Oil Corp., Standard Oil Co. (New York), 

ns Leading to Participation of American Companies in IPC. 
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gation, however, it was decided that, because of the many political 
complexities involved, a better procedure would bo to continue the 
efforts to obtain participation in Turkish Petroleum Co. 

It should bo remembered that during the period of these negotia- 
tions the United-States was the most important supplier of oil in the 
world. The American oil industry produced m 1921 about 65 per- 
cent of the world’s oil supplies, and purchased about 17 percent ol tlie 
remainder (mostly from Mexico). After satisfying all American 
needs, the industry exported about 58 percent of total foreign require- 
ments ™ Anglo-American Oil Co., a former subsidiary ol btandara 
Oil Co (Now Jersey), controlled over 50 percent of tho total business 
of tho United Kingdom Thus, the American oil companies were 
in a strong bargaining position. It is not known if they actually 
used their bargaining strength to the extent of _ threatening to with- 
draw from tho export market, but tho possibility was discussed by 
officials of Standard Oil Co. (New Jersey).®^ 

Negotiations with the Turkish Petroleum Oo. {TI C), 1922_ 28. A 
definite improvement in tho tense relations between the American and 
British-Dutch oil companies and their respective governments 
occurred in June 1922 when Sir Charles Or ocnway, chairmanmf the 
Anglo-Porsian Oil Co., cabled A. C. Bedford of the Standard Oil Co 
(New Jersey), suggesting that a representative bo sent to ™- 0 ()t with 
tho Turkish Petroleum Co. at tho earliest possible moment. iho 
matter was discussed with Secretary of State Hughes, and on Juno 26, 

1922 Mr. Bedford informed Sir Charles Greenway that ho had con- 
ferred with the State Department and obtained its consent to dismiss 
a basis for American participation in the Turkish Petroleum Oo 
provided (1) that the principle of the “open door in mandated 
territories bo maintained, (2) that the State Dcpaidrimtit not whh- 
draw its views respecting the validity of the lurkish Petroleum Co. 
claims in Mesopotamia, and (3) that any arrangement of practical 
questions involved should bo on a tentative basis and subject to 
acceptance by the State Department.'^ Sir Charles replied that any 
discussion would bo without prejudice to existing conditions or to the 
rights -on either side and to the approval of their respective 

^^Tffie seven American oil companies that had been interested in 
Mesopotamian oil selected W. C. Teaglc and W. D Asche, president 
and vice president, respectively, of the Standard Oil Co. (New 
Jersey), to represent the American companies m the negotiations with 
TPC! Negotiations began in July 1922 and continued for 6 years, 
until 1928, wuen the American group’s share interest m iPC was 
finally settled. 

so Data published in Davenport A Cooke, op. cit.. p. C9, and were prepared by the Department ot Gom- 

TBo American oil’c^'^LM^wS a^wMiv^w^d .sXidiary ot Standard Oil Go. (New Jersey) nntil 
the SfioMmfrcr?c ol May “il. It was reacquired by Standard in 1930, See lootnoto 1, p. 652. 

■ ^3i'’oabIe’from a! 0°Dcdford, Now York, to Sir Charles Greenway, London, June 26, 1922. 

33 Cable from Greenway to A. G. Bedford, June 27, 1922. 
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enable the American companies to como to a group de- 
keep up with the negotiations, frequent meetings of the 
:,eld in this country , throughout the period 1922-28. 
negotiations, the Texas Co. indicated that it no longer 
ain an interest in TPC. Later, Sinclair also dropped 
egotiations wore completed on July 31, 1928, only five 
iipa.nics participated in the Near East Development 
uation established to hold the Americian group’s interest 
ttdard Oil Co. (New Jersey) and Standard Oil Co. (New 
Aoiyed a 25-percent interest, while each of the three re- 
,nies was allotted a 16 % percent share.®* 
dons between the TPC and the American group ox- 
illy private but also governmental interests. It will be 
the British Government owned a, controlling stock 
Anglo-Persian Oil Co. whose subsidiary, D’Arcy 
, held a 50-percont interest in TPC. Eoyal Dutch- 
'-percent interest in TPC was held by Anglo-Saxon, 
both English and Dutch capital, and both Governments 
1 in its affairs. The French Government formed a 
Liental corporation, Compagnie Francaise dos Pctrolos 
its 25-percent share interest in TPC.®' The American 
official support of the United States Government, 
owner who participated in the negotiations without 
5upport was Mr. Gulbonkian, and he held a claim to 
sat beneficial s'hare interest in TPC. Throughout the 
^otiations, the United States, British, and French 
nrere kept continuously informed of developments, and 
companies wore never at a loss for official sanction or 
particular point at issue. 

will be made in this report to discuss or analyze the 
orations that may have influenced the decisions of the 
Rested groups. Moreover, it is not necessary to discuss 
t the struggle for commercial as distinct from political 
■tontion will be focused upon the central issues upon 
:ps had to agree before the American group could be 


ere: Standard Oil Co. (New Jersey), Standard Oil Co. (Now York), Gulf RpAnins 
Co. and Mexican Potroleum Oo. Tlio Pan American Petroleum & 'fransport Co! 
(^rolcuin Co. in February 1927 when Sinclair dropped out. 

1 ^: merged with Vacuum Oil Oo. Its name was changed to Socony- 

‘ 19^0 Socony-Vacuum and Standard 

urchascd the share interests m NEDC lield by Pan-American and Atlantic Rciining. 
1 , thoro wore 3 American oil companies holding shares In IPC through NE.DC in tho 


Percent of 
IPC stock 

(New Jersey) • g 3^=53 

- - 9.' 8958 

3 , 9.584 


23.75 


Percent of 
NEDC stock 
41.6097 
41 . 6667 
16. 6666 

100 


Socoiiy-yacuum, loavlng the entire American interest in 
compared to 7 that were originally mterostod. 

ISC des Pctrolos was organixed in' 1023 by the le.ading French banks and by tho 
subsidiaries of the internationi^ oil companies. Early in 192i, CF7’ concluded ™ 
reiich Ooveminent lyhcroby CPP recoivod the sole rights to the French share of 
5 , in 1020, the French GoveiTiiiiont took a quarter-share interest in OFP which in 

see the Petroleum TinTerMa'? 

^neb snbsidmrios that held a 9-porcent interest in C.FI* which gave Standard aii 
25 and 28^92" ^ porcont. Source, interoffice memoranda from Guy Wellman 
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•admitted as a shareholder in TPC, The major points which the 
groups interested in TPC had to settle and which consumed most of 
the time of the negotiators wore: 

The “open door” plan; 

The self-denying clause; 

The worldng agreement; 

The controversy with Gulbenkian; 

The Anglo-Persian Oil Co.’s overriding royalty; and 

The American group’s share interest in TPC. 

The “open door plan,” is proposed . — When discussions with the TPC 
representatives began in 1922, the American group proposed the 
adoption of the “open door” policy. The policy had been enunciated 
by the State Departm.ent in the diplomatic dispute with the British, 
and its adoption was made a sine qua non of Am.crican participation 
in TPC. In their first attempt to roach a workable basis, the Ameri- 
can group proposed a plan for effecting the “open door” patterned 
along the lines followed by the United States Department of the In- 
■ terior in the sale of Osage Indian lands. Under the plan, TPC, 
within 2 years from the date of confirmation of a concession by the 
Iraq Government, would have selected for its own exploitation a total 
area not to exceed 12 blocks, the area of each block not to exceed 16 
square miles. The balance of the concession, totaling some 150,000 
square .miles, would then have been open for subleasing by any 
responsible individual or corporation that ro.ight bo interested in the 
development of oil production in Iraq. TPC would not have been a 
bidder on any of the subleases, but the owners of TPC, acting on their 
own initiative, would have been free to obtain subleases, as would any 
other American oil com.pany that might have been interested in 
Mesopotamian oil.®" Thus, as originally proposed, the “open door” 
would have been open to any and all companies interested in oil 
concessions in this area. 

The “open door” is partially closed . — Early in their discussions with 
the American group, the partners in TPC admitted that it would be 
impossible to undertake any development work in Iraq until TPC’s 
questionable claims to a concession wore confirmed by the Iraq Gov- 
ernment. The American group from the beginning had maintained 
that TPC claims were invalid. In 1923, TPC began active negotia- 
tions with the Iraq Government for a concession agreement which 
would validate TPC's claim. Throughout these discussions, the 
American group insisted that the convention with the Iraq Govern- 
ment include provisions giving effect to the “open door” policy. The 
convention, concluded on March 14, 1925, included a number of pro- 
visions relating to the “open door” plan which, however, differed con- 
I siderably from the original American proposals. 

Under article 5 of the agreement of March 14, 1925, TPC was to 
select, within 32 months from the date of the agrcom.ont, 24 rectangu- 
lar plots of 8 square miles each, total area of 192 square miles, for the 

88 Although it wfis not a major issue In the negotiations, the groups discussed at some length the question 
of whether TPC should be peimittcd to croct a roflnery at seaboard. 

The British group (Shell and Anglo-Porsim), especially Royal Dutch-Shell, wanted the TPC to have 
the privilege of erecting a refinery outside of Iraq for the purpose of refining such oil as the partners in TPC 
refused to take, The American group, and particularly Standard Oil Co. (Now York), was opposed to 
I TPC operating a refinery outside Iraq. In this connection, it 'should be noted that in the early 1920’s, the 

Standard interests were the world’s principal suppliers of refined products, and it was not to their interest 
to permit the construction of a potentially competitive refinery. In the final compromise, it was provided 
that TPC could erect a refinery for the purposes indicated, but only if all the major groups gave their con- 
sent in writing. Thus, the American group, in oflcct, won. 

’ 39 Memorandum of negotiations with Turkish Petroleum Co., Ltd. 


I 
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company’s exclusive, exploitation. With respect to the remaining 
part of the concession, described as “outside areas,” article 6 of the 
agreement provided that the Iraq Government, within 4 years from 
the date of tie signing of the concession agreement and annually 
thereafter, was to select not loss than 24 rectangular plots of 8 square 
miles each and offer them for competition under sealed bid to any re- 
sponsible corporation, firm, or individual that desired to lease them.^" 

The “open door” provisions in the Iraq convention made major 
modifications i:i the “open door” plan as originally proposed. First, 
the Government instead of the company would offer the areas. Sec- 
ond, the competition for outside areas was to be through scaled tender 
rather than through public or open bidding. Third, the company 
(I'PC) reservec the right, as the Government’s agent, to advertise the 
plots, to open :,ho tenders, and to make decisions about thern in the 
presence of an authoiized representative of the Government. Fourth, 
the prohibition against bidding by the company on outside offerings 
was omitted. These changes went a long way toward closing the 
“open door.” The fact that the plan for submitting bids was changed 
from public auction with oral lids to sealed bids, with TPC acting 
substantially as awarding authority, gave the company effective veto 
power over all bids. Furthermore, since TPC could also offer bids, 
any prosjrective lessee could be outbid at no cost to TPC, since the 
proceeds from ihc sale would be returned to the com.pany (TPC). 

The Americi.n group was opposed to these changes in the “open 
door” plan. In commenting upon the change from, auction to sealed 
bids, one Amoiican oil-company representative stated that he “per- 
sonally deplored this change because it undoubtedly opens the door 
to chicanery aid fraud, assuming the management of the Turkish 
Petroleum Co. would practice it.” He proposed that an independ- 
ent commissioi] be selected to handle the bids on outside areas, but 
nothing came of his suggestion.^^ 

The “open chor” is closed by the “self-denying clause ." — Another 
question which the groups discussed at great length and which bore 
directly upon tlie “open door” plan was known as the “restrictive pro- 
vision” or the “self-denying clause.” This proviso was a carry-over 
from earlier aiTcemonts entered into by TPC, including, as noted 
earlier, the Fo 'cign Office agreem.ent of 1914. The Foreign Office 
agreement coniained a proviso prohibiting the individual owners of 
TPC from being interested directly or indirectly in the production or 
manufacture of crude oil in the Ottoman Empire in Europe and Asia 
“other than tlij-ough TPC.” All the groups except the Americans 
had been parties to this agreement, and when the American group 
began negotiations in 1922 with TPC they wore informed that this 
restrictive proviso would also apply to their activities. Thus, in a 
confidential monorandum of negotiations with the Turkish Petroleum 
Co. prepared by W. C. Toagle of Standard Oil Co. (New Jersey), 
there is the following statement: 

It wa.®! imprcss( d upon me tliat if a participation by the American group is 
arraiiKcd, the gro ip as a whole, as well as each individual company, would be 

Turkish Potroloum Co., T/td. CoDvontion with the Govcriimcri t of Iraq, March 14, 1925. 

Quoted from raomorMidum by Guy Wellman to W. C. Tcaglo, March 23, 1928. 

♦2 Ibid. ’ 

Except in Kuwait end the “transferred territories.” 

G The three groups which at that time ow'ncd the Turkish Petroleum Co. wore the D’Arcy group, acting 
for Anglo-Pcrsian Oil C >., the Deutsche Bank, and Anglo-Saxon Petroleum Co., representing lioyal Dutch- 
Shell. 
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rnquirod to undertake to be interested in this area only as shareholders in the 
Turkish Petroleum Co. 

The American group, led by Standard Oil Co. (New York), opposed 
this proposed restriction on their freedom to compote for concessions, 
and during the early stages of the negotiations made various attempts 
to revise or eliminate the provision from the agenda. As originally 
proposed, the American group thought the “restrictive provisions or 
“self-denying clause” applied only to. production. But in 1923, 
tliey discovered, tliat marketing was also to be restricted, Standard 
Oil Co. (New York), made a vigorous protest on the grounds that it 
was an established and growing concern in all of what was formerly 
the Ottoman Empire, including Turkey in Europe and Asia, oyiia,. 
Palestine, and Mesopotamia, and that it had been ostabh^ed in 
these markets for many years prior to the formation of the iurkish 
Petroleum Co. It was willing to transfer its concessions m Palestine 
to the Turkish Petroleum Co. on some equitable basis, but it could 
not agree to refrain from seeking concessions in the future or to do 
anything that would imperil its established marketing organizations 
and existing rights in the affected territories.^® , /ivt v i \ 

In July 1923, the hoard of directors of Standard Oil Co. -(New Y ork) , 
discussed the possibility of eliminating altogether the ]woposed re- 
strictivc provisions which had been injected into the TrO nogotia- 
tions. One official was of the opinion that his company (Standard of 
New York), would be injured in Turkey if it entered into any agree- 
ment not to bo interested in production or refining other than through 
the TPC.'** 

• Again, in August 1923, the American group rejected a proposa,! of 

the French that all participants in TPC share all future concessions 
obtained by any of thcm.« In commenting upon pro- 

posal and the reasons for its rejection, W. C. Tcagle of Standard Oil 
Co. (Now Jersey) expressed the view that agroemont by the Aniencan 
group to such a proposal might bo construed as “in violation of some 

of our antitrust laws.”!'® , , , . 

; In July 1924, the owners of TPC suggested to the Am.erican group 

that the parties interested in TPC agree not to be interested in the 
production or refining of crude oil in Iraq otherwise than as share- 
holders in TPC or as sublessees under the “open door” plan.'"' This 
■ proposal was also rejected by the American group. . 

: The American group continued to oppose any self-denying clause 

, that would limit their frecdo.m to act independently with respect to 

! production or marketing in the area under the exclusive control or 

i TPC or in the “outside areas” which were to be available for sub- 

45 From, memorandum dated December 14, 1922. 

I 49 Memo from Guy Wellman to W.C. Tcagle July 25 1923. 

! Soptombor 5, 1923. Mr. Teaglc wrote as MIows: 

This request was not acceptable to etthor of the British 


A mcriSn group for thoVeason that the group, as you know, is composed by a half dozen indepen dent 
can oil compamos who have agreed to act as a unit 

regard to joint cooperation in any other area. To accede to this roqu9st '' J 
ot tho various members of the A morican group, in producing 

havfl fn be noolod which, even though It had been agreeable to all the members of the group, wouia, .l am 
afraid have boon impossible of accomplisiimcut from tho standpoint of the possibility of its being construed 

rt/e" n"T Nrcholslo W.* 0 .''TeU dated July 28, 1924. The proposal was as MIows: “Tho 
signatories shall not be interested in the production of crude ml m the mm at P*'«sont 
Tran Government otherwise than as shareholders or as sublessees in the open-door plan of the lurkisn 
Petrolc/im Co. and shall not be interested in the refining of oils within **0 same area otherwise 
shareholders of the Turkish Polroicum Go. provided that this restriction sM ^ I”, 

territories and shall not apply to the refining ol any product which the Tuikish Tcti oleum Go. is not at that 
time in a position to refine.’ ' 
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as negotiations dragged along, opposition by the 
to any and all restrictive policies began to weaken, 
led that in March 1925 TPC had signed a concession 
the Iraq Government validating the claims of TPC. 
ic uced the bargaining position of the American group 
c no longer threaten to go into Iraq, obtain a concession 
and thereby cut the ground from underneath TPC.®' 
^ less incentive for the American companies to oppose 
; clause. Production had more than doubled from 
mezuela was developing as an important oil-producing 
talk of an oil shortage in the United States had dis- 
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and 1926 negotiations between the parties had reached 
|ulbenkian and the French (CFP), had raised issues 
es could not readily reconcile. However, in October 
’ist of Standard Oil Co. (New Jersey), who had been 
jtions in Iraq, rendered a very optimistic report ro- 
jjossibilities there. Standard then began a new effort 
sment. 

an easy accomplishment, however, because of certain 
had arisen between the various parties. Thus, a 
id developed in the relations between the French 
British groups. Royal. Dutch-Shcjll had taken the 
f o prewar Foreign Office agreement of 1914 was not 
groups and had obtained a concession in the Farsan 
in view of the French, were within the area covered 
mng clause of the Foreign Office agreement of 1914. 
tended that this concession should be held by TPC 
of all the groups, and brought suit in the English 
s the demand. There had also been- a definite break in 
n Gulbenkian and Sir Henri Deterding,®^ which made 
cult for the parties to reach an agreement, 
upon the inclusion of a self-denying clause in the 
principally from the French and Mr. Gulbenkian. 
ip (CFP) and Gulbenliian insisted that all the parties 


tnerican group with respect to the self-denying clan se in November 6, 1924, is shown 
m from a letter from W, O. Teagle to Mr. Guv Wollman, London. Mr. Toagio 
III have In mind that the American group not only have doelincd up to date to take 
the Turkish Petroleum Co. pending the definite grant of a concession 'by the Iraq 
of even more importanoa, have not up to date agreed to the self-denying ordinance, 
s the American group is concerned they have not, as yet, agreed to restrict thoir 
formerly Turkey In Asia exclusively to the Turkish Petroleum Co., and, therefore, 
rd is entirely difloront from that of the existing shareholders in the Turkish Petrol- 
bound by the solf-donylng ordinance contained in the articles of association of that 

koup considered the possibility of an independent concession in Iraq is indicated 
ohfrom arable sent by Heinrich lUedcmann and Guy Wellman, to W. C. Teagle on 
■* do not bellevo American group has any chanco at this late hour to obtain Indo- 
• in view of political situation in Iraq,” 

American position was weakened in regard to the adoption of a self-denying 
lie general tone of the correspondence between the representatives of Stanaard Oil 
yere primarily re, sponsible for conducting the negotiations with TPC. Mr. Guy 
upon the proposal to adopt a .self-denying clause, stated in a memorandum to the 
group in .July 1925 that ' the principal reason for having such a provision was as 
ternational peace as In the economic interests of any group.” It was his view that 
inal scramble between Franco, the United States, and Great Britain for oil con- 
uld revive much of the danger which developed through the debates in Congress 
ig the “open door” in Mesopotamia, .and if the groups in TPO cooperated, that 
He also behoved that the selfish interests of the American group would bo served 
It-dcnying clause because the French and the British would stand a better chance 
[I concession.s in Turkey than the Americans, 
rted in the Red Sea off the coast of Yemen. 

which developed between Sir Henri Deterding and Gnlbenkian appears to have 
:4rding Gulbenkian’s interest in Venezuelan Oil Concessions, Ltd., a Shell subsidi- 
1 that Royal Dutch-Shell was attempting to defraud him as a minority stockholder 
islons. 
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in TPC be bound by tbe Foreign Office agreement of 1914, mdi that 
this agreement cover not only the former Ottoman Empire but also 
the “outside areas” under the TPC concession with the Iraq Gov- 
ernment These “outside areas” were concession areas that were 
S“eserved for exclusive exploitation by TPC but were to be opened 
for competitive bidding. The French and _ Gulbenkian maintained 
that noVareholder in the TPC could be ^ed in any of the 

“outside areas” under the Iraq convention except througn irU. 

French also contended that the limitation 

tation rights to only 24 plots of 8 square miles each was not .m com- 
pliance with the San Romo agreement, which gave them rights to 
25 percent of all crude oil that might be produced ^ Mesopotamia 
However, they were willing to compromise this point in reton fo 
a self-denying clause similar to the one included in the Foreign Office 

^^oXrLd Jouitteroffers passed back and forth, with the American 
grouTtaS the position that the self-denying clause, as demanded 
W iL French would nullify the “open door” scheme.®® Ho^vovor 
the French, who had the support of the French Cabmet wgc m^stont 
that all groups accept a self-denying clause. Behind this attitude 
was the rialization that they could not afford to be u 

of standing alone in the competitive bidding for any outside areas 
covered bf the concession. Moreover, 

enough oil from Iraq to become independent of all other suppliers, 
¥he pisXce of the French and Gulbenkian c^upkd with a 
weakening of the opposition by the American and British groups, 
eventually led to a compromise which retained most of the force of 
the self-denying clause. Specifically, this clause was not to apply 
to the American group or its members, insofar as outside areas, i- 
areas within the TITO concession that were open for competitive 
bidding, were concerned, but would apply ^ Anmrican group in 
other territories that wore formerly in the Ottoman Empire. Alo g 
these lines, an agreement was finally reached. 

i« A lurther indication oI the softening dS^’M^-ch Well- 

Is'shown by a memorandum (Now Jcrscl), md one of the principal negotiators 

man, who was assistant general counsel of 
for the American group, expressed the y lew that From the « 

the four groujis of the ehtside areas would not to ^ though this arrangement wore not m eflect; 

Amoriean nationals would bo free to hid tor out than if scattered areas were operated by 

SEa bompan'l^ *Mr.wiran Indicated that he had privately favored for some time the essence of 

Letter froin M. pjesse a powerful incentive toward a reconciliation of 

»1 A Signifloant development which undoutatedlyacted as a poweri^^^ flowed 

differences hf weon the groups was the brtagmgm.o O^^b^^ ^ 

at the rate of fro'in 50,000 to 100,000 oair^is pOT aay loomed m Iran may have dcoh an added induce* 
everywhere, and the potentially largo new , . ^ i reach an agreemont, not only in respect 

men t for the parti® to give up so^mo of theh * Yu S? Stoidard Oil Go. (New York), 

to TPO, but also gijftoct to problems to M between Sir Henri 

Oi”co"erjersoy) rattoiiclf ritoitiimely the first deep well 

has'^mJinwithJ&Y^r^pJdayl 

I hope Teagle will arrange shor tly th^ the Jereeym^any^^ ^ concerned to satisfy the temper oT 

&trflWa .111 give rise and 

Therois another an£perimiM,ra)rej50rim3^^m^^ , , . Wo ate facing now such enormous 


(from PalembauB 

“There is another ana pernaisi mure 
onnnrtunitv to discussions involving big views md pimolplcs. 
evSits tha/the Jersey Co. should settle those tbmgs heiselt. 
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1927, the French presented a map of the Middle East on 
hM OTtiined m red the area they considered to be the 
T area to which the self-denying clause 

Although the British groups did not regard the m,ap as 
«uratc, they were willing to accept it for the purpose of 
petwoon the parties. The A.m:erican group also accepted 
.ring a reservation as to whether the American group, 
not obtain ibolg oil in the Ottoman 
I self-denying ordinance were omitted. Standard Oil 
py); bo^vever, thought that it was a case of take it or 
kat if additional production wore found outside of Iraq 
Ig clause would benefit rather than harm the interests, 
an group.®® Alorcover, the Americans wore also now 
rbcognize that if all other groups were bound under a 
■'kusc while they were loft free, the other groups would 
the Am.oricans for outside areas, since, under the 
I ' j would lose only one-fourth of the amount 
and the balance would be returned to them, by TPC.®’ 
■Kce of this slightly-qualified solf-denving clause went a 
■d closing the “open door.” In fact, for the partici- 
les, the “open door” was complotelv closed, not only 
;ession area but in the whole Ottoman Empire. With 
isiido areas," the American group did got a special provi- 
■ the group agreement permitting them to apply for sub- 
and, if obtained, the plots could be oper- 
1 of for their own account.®® But this was more or loss a- 
tclore the Am.ericans could select a plot, they had to 
tico to TPC of their intention to apply and then wait 
If any of the other groups in TPC proposed to make a. 
ot. Thus, the other groups wore in a position, either 
,?2r to outbid the Americans and otherwise 

^®oult to obtain plots independent of TPC control, 
me TPC would handle both the bids and the granting 
became judge and jury with regard to concessions in 
Hence, when the American group, after 6, years of 
■up Its share in TPC in July 1928, the “open door” 

bdrdcircd in red on tlio map inserted after this pace. 


(i>k' 


liman to Montague Piosso, March 22, 1928. 

because under the TPC Oon- 
^ outside area would bo received by TPC which wonlk 

other three groups, therefore, could outbid the Americans, if they 
-denying clause, with the knowledge that the sum they paid to TPC would be 
of the money would bo returned to the three of them, while ono-fourth 
1 ?" T® otlier hand, if the Americans were the successful bidders 
, tiey^id would be returned to them and the balance, three-fourths, would be lost 
Thus, under the mechanics of the TPC con vention, the Americans If they 
.. esolt-denyiiig clause, could be outbid on every ocoa.sion by the others. ^ 

< on vention of March 14, 1925, contained the following provision with respect to the- 

Convention, and annually thereafter, 
/ ^ square miles, and the Oovernment shall offer 
all responsible corporations, firms, and Individuals 
la -lonallty , who dosho leases. Both the company and any such prospective lessee 
i to be ofloiod among Siich 24 and the same shall bo oflerod accordingly 

was as follows: 

if *7”? “uy of its A.ssoctated Companies shall as regards any plot oflerod for com- 
(|if the Iraq Concession bo entitled to apply for and obtain a lease thereof and If 
such plot to an Operating Company but shall he cn- 
So ^ of the same for Its own account. But tlie American Company or 

m “t?ihg s^tiall thirty days before the date fl.vcd for the loosing of 
wilt.hig to the Turkish Company that it Intends to avail Itself ot the provisions 
u w ithin tom days thereafter be entitled to receive similar notice from such of the 
to put m tenders pursuant to clause 10 hereof.” From article 11 of the groups 
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was, for all practical purposes, closed to the partners of TPC. In 
reality, they could now act only through TPC— a joint venture in 
every sense of the word.®® _ » j- 

The working agreement and the Gulbenkian controversy . As a condi- 
tion for participation in TPC, the American group insisted that a 
'“working agreement” be adopted which would control the internal 
policies and operations of TPC. The American group presented a 
general outline of the working agreement when negotiations with 
TPC first began in 1922. Thereafter, and until the group agreement 
of 1928 was signed, the working agreement was one of the unsettled 
issues which had to bo resolved by the parties interested in TPC. 

Two basic considerations led the American group to formulate the 
working agreement. First, the Americans did not want TPC to 
compote with existing oil companies, and second, they wanted to 
avoid payment of taxes to the American and British Governments on 
the earnings of TPC.®® Those objectives could best bo accomplished by 
the operation of TPC as a non-profit-making company. Hence, the 
draft working agreement provided that TPC should be a noii-pront- 
making enterprise, with each shareholder taking its pro rata share of 
the crude oil produced at a price sufficient only to cover cost of pro- 
duction, transportation, and a nominal profit — the profit to be limited 
to a reasonable return on investment.®® i, • ■ 

This proposed agreement ran up against an unexpected barrier in 
the person of Mr. Gulbenkian. Throughout the early stages of their 
negotiations with TPC, the American group had not been greatly 
concerned about Gulbenkian’s 5 percent interest in the company. 
It was believed that a settlement could bo arranged with him on an 
equitable basis. Under those circumstances, the American group was 
somewhat surprised to find in July 1924, at a time when they were 
practically ready to sign a convention agreement with the Iraq 
Government, that Gulbenkian w^as an obstacle to carrying out the 
working agreement. Gulbonkian’s position was based upon the simple 
fact that he had no refining or marketing facilities or any type of 
organization to handle crude, and hence was not interested in having 


«3 There is some basis for hollovlng that in the later stages of the discussion with TPO, the American 
group’s Insistence upon tho “open door’’ policy did not reflect a conviction that pr^tical con^c? cial bene- 
Ms would ac™uc under the “open door” plant. In January 1827, K. J. Sadler, Standard Oil Co. (New 

Jersov) wrote to W. O. Tcagle of Standard (Now Jersey), as lollow.s: , , , , , ■* 

“The ofloct of tho American group participating tn the Iraq Petroleum Go. would probably be to quiet 
■all opposition to tho Iraq Petroleum Co’s, acoompllshing the practical monopoly of producing opciations 
In Iraq I moan by this that they would probably get c-stenslons of time for sciccting tbcir land and pos- 
sibly accomplish other things outside tho terms of the conocssloii if them wove ™ rppn 

Again In March 1928, Sir Adam Rltchlo, acting managing director of TPC, wrote to the partners in 1 PO 

’'^“Th?gcmraf vlcw'of the British advisors and the Iraq ministers Is that It has never boon contemplated 

“TKlattoTof^eh the “open door” would not be made available to 

The Ammcan^gronp’s'po^^^^^ well summarized m an interoffice communication from 

W C ToaelotoS B Hunt dated January 13, 1923. Mr. Tcaglo stated: ^ -ur. • j.- • ^ 

“As I SCO the situation, it is not tho desire or intention of the American groip to tain a participation 
in the Turkish Potrolciim Co., Ltd., and after obtaining same to sot up the Thirkish 
finance it to create a now organization in direct competition with the organization already cicatod by tho 

^^'“s^n^commonting upon tho limitation of TPC profits, W. 0. Toaglo wrote as follows to A. C. Bedford on 

^“TTroffosh’yra^ memory, I would recall that the real reason for Inserting this limitation of proffls was so 

that the American group might, to the extent possible, avoid payment of two income 

payable by the TPC to tho British Government, and second, tho tax payable by the American group to 

''^aB^Vhere wore other provisions of the working agrwmcnt relating to pipelines, 

terminals, voting arrangements within TPC, etc., hut the significant feature was that part of the working 
agreement which provided for operatiag TPC as a non-profit-making company. _ ^ infnroci- in 

It will bo recalled that under the Poreign Office Apeornent of 1914, s 5 percent ^ 

TPC was held in trust for him by Anglo-Saxon and Anglo-Pcrsian, each to contribute 'lA pci cent for his 
'benefit. 
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88 In September 
then, in London condiji' 
as follows: 

“We cannot pass 
interest in the TPC 
8® The British Foreli 
Blatter and refused tq 
Oulbenklan had sonn 
I;ondon, to U. S. State 


share of crude produced at a nominal profit by TPC. 
^nted TPC to be operated for maximum profits, 
sire for the working agreement, the Americans were 
the French (CFP), who wanted to obtain as much crude 
d become independent of the large oil companies. The 
Anglo-Persian and Anglo-Saxon, were indifferent to 
^cement because they would be liable for British income 
event, and the working agreement was of no real ad- 
em. All the proposed shareholders except Gulbenkian 
, in a position to take the crude produced by TPC into 
|ed refining and marketing organizations and obtain 
transportation, refining, and marketing. Thus, the 
dment was viewed by Gulbenkian as a means devised by 
jeompanies to deprive him of the benefits of his share 

and counteroffers were made in an attempt to reach 
with Gulbenkian which would permit the American 
icipate in TPC and adopt the working agreement. In 
Man threatened to obtain an injunction to restrain TPC 
into operation the working agreement, which ho alleged 
ipon his minority interests. The American and British 
ptod to have their respective Governments bring diplo- 
e upon Gulbenkian, but to no avail.®® Gulbenkian 
b an offer to accept arbitration by a high British official, 
time onward until an agreement was reached, the nego- 
Iconducted on the basis of reaching an agreement with 
’{jither than eliminating him from TPC. 
to a refining profit from the operations of TPC, Gul- 
a share in any outside plots which were to be sub- 
r the “open door” provision applicable to the outside 
fits of Gulbenkian’s 5-percent interest would have been 
24 plots reserved for the exclusive exploitation by 
!the Iraq Convention. Thus, Gulbonlrian became a 
te of the self-denying clause in order to extend the 
ch he would be able to enjoy the benefits of his 5-per- 
Moreover, he insisted from time to time that the 
cturc” be included in the selfrdenying clause so that 
perations would be conducted by l^PC, thus enabling 
n refining profits. He also contended that if he sold 
should get a price which would include a refining profit, 
e, the Americans believed that they had reached an 
tjhreatened to withdraw from negotiations with Turkish 
unless the British groups were able to induce Gulben- 
jto the working agreement. Later, however, the Ameri- 
join TPC without the working agreement, but the 
iot willing to admit the Americans on this basis. After 
various moves and countermoves, the French (CFP) induced Gul- 
benkian to agree in 1927 to adopt the working agreement provided 


ted 


i. Oily Wellmnn, associate general counsel, Standard Oil Oo. (New Jersey), who was 
cting negotiations with TPO, advised Mr. Teagle, of Standai-d Oil Co. (New Jersey), 

working agreement end the ‘open door’ plan leaving Gulbenkian a simple sharo 
^nd expect to prevail against Gulbenkian in the courts.” 

;gn Office took the view that the dispute between the parties was purely a business 
intervene, but it agreed to use its good offices to obtain an agreement, believing that 
rights which the group should recognize and. meet fairly. Cable from Guy Wellman,. 
" Department, October 15, 1924. 
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the French would purchase Gulbenkian's pro rata share of the crude 
produced by TPC7® The French asked the other three major groups 
to join them in purchasing Gulbenkian’s oil. The Americans were 
at first reluctant to do so, but finally the British and American 
groups secretly agreed with CFP to share the purchase.^' The settle- 
ment with Gulbenkian made in July 1928, with the signing of the 
group agreement, included all the provisions of the working agree- 
ment that made TPC a nonprofit company. 

Anglo-Persian’s overriding royalty and the American group’s share 
interest in TPC.— To bcconie a partner in TPC, the American group 
had to receive a portion of the stock of TPC. The question of how 
much this share should be and from whom it should bo obtained, 
arose early in the discussions between the Americans and the original 
owners of TPC. In the: ensuing negotiations, the proposed solution, 
an overriding royalty for the principal shareholder, i^glo-Porsian, 
was directly related to the American group’s share participation. 

When the American representatives hold their first meetings with 
the owners of TPC in 1922, they stated that the minimum participa- 
tion acceptable to them would bo 25 percent. In general, they held 
that their participating share should at least be equal to that held 
by the French (CFP), and Anglo-Saxon (Koyal Dutch-Shell). As a 
compromise proposal to the American group’s demands. Sir Henri 
Detording, of Royal Dutch-Shell, proposed that Anglo-Persian code 
to the American grnup one-half of its 50-percent participation, and 
thereby equalize the holdings of all groups at 25 percent each. As 
compensation, Anglo-Persian would bo granted an overriding royalty 
not to exceed 6 shillings per ton.^^ In this way, the American share 
participation in TPC became linked to an overriding royalty for 
Anglo-Persian. But Anglo-Persian rejected Deterding’s proposal on, 
the grounds (1) that the compensation was inadequate for relinquish^ 
ing one-half of their holdings and (2) that they were more interested 
in obtaining crude oil than in a money payment. 

Shortly thereafter, a counterproposal was made by Anglo-Persian 
which provided that the Americans would bo offered a 20-percent 
participation, to bo obtained by a pro rata reduction in the holdings 
of the throe large shareholding groups in TPC. Under this proposal, 
Anglo-Porsian’s interest would have boon reduced from 50 percent 
to 40, and the French (CFP), and Anglo-Saxon (Shell), interests from 
25 to '20 percent each. This proposm, however, was not acceptable 
either to Shell or the French (CFP). The French (CFP), took the 


™ At the time the group or rod-ltao agreement of July 31, 1928, was signed, OFP signed a separate agree- 
ment with Participations & Investments, Ltd. (Gidbonldan), under which CFP agreed to purchase Qul- 
benkian’s share of crude oil or refined products that ho might obtain from TPC. The price which OPP 
was to pay was to bo determined by exports selected by CFP and Gulbenkian, and was to ho a fair and 
reasonable price as represented by the average of the world market prices prevailing In January and in 
June at the port of shipment. Also, in the event OFP decided to construct a refinery, Qulhenkian was to 
have the option of obtaining a share Interest in the refinery. 

n On March 4, 1929, Anglo-Persian (D’Aroy Exploration Oo.), RothI Dutch-Shell (Anglo-Saxon Petro- 
leum Oo., Ltd.), and the American group (Near Bast Development Oorp.), made an agreement with OFP 
which provided that the first throe parties should not have any dealings with Gulbenkian for the purchase 
of any of his oil or refined products. All dealings with Gulbenkian wore to be handled by OFP in consul- 
tation with tho other parties, but all four parties agreed to share equally In any benefits accruing to CFP 
from the Gulbenkian arrangement. CFP was to deliver to Anglo-Persian, Royal Dutch-Shell, and the 
American group onc-fourth of the crude oil or refined products which OPP obtained under the Gulbenkian 
agreement and to pay to OPP one-fourth of tho sum which It had to pay to Gulbenkian. In other words, 
the arrangement was a means whereby Anglo-Persian, Royal Dutch-Shell, and the Americans would reim- 
burse GPP for the costs incurred In carrying out Its agreement with Gulbenkian. A further proviso in the 
agreement provided that CFP should not contract for any refinery such as might be constructed under 
OFP’s agreement with Gulbenkian without the consent and approval in writing of Anglo-Persian, Royal 
Dutch-Shell, and the American group. For some time, this agreement was kept secret from Gulbenkian. 

« Shell and OFP both pushed the idea of equality of holdings. Shell was especially concerned that 
Anglo-Persian not bo In a position where, in conjunction with another group, it could control TPC. 
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[it would be hard for the French people to understand 
ticipation, awarded under the San Remo agreement, 
ced. Subsequently, the three owners of TPC, Anglo- 
i-Saxon (Shell), and the French (CFP), informed the 
jp that the absolute maximum of participation which 
!dc to the Americans was 12 percent. This offer was 
by the Americans as unacceptable, and for a few 
rijations wore practically at a standstill. 

2, the question was reopened by another offer to the 
hp from the partners in TPC. Under this proposal, 
|ajor partners of TPC — Anglo -Persian, Shell, CFP, and 
group- —were to have a 24-percont interest, while Gul- 
hold a 4~perccnt nonvoting interest. As consideration 
on of its shareholdings, Anglo-Persian was to receive a 
l^orcent of the crude oil produced from the concessions, 
the pipeline free of all cost.'^® The American group 
10 percent overriding royalty and also the reduction 
[an share to make allowance for Gulbenkian’s interest, 
^oups (Shell and Anglo-Persian), insisted that the 
accept pro rata responsibility for Gulbenkian’s hold- 
[Americans rejected this on the ground that under the 
agreement, Anglo-Persian and Anglo-Saxon (Shell), 

J ile for Gulbenkian’s share interest in TPC. The 
p was also concerned about the area to which the 10 
ing royalty would apply. Was it to apply to the oil 
e concession, including “the outside areas,” or only to 
])roducod by TPC on the 24 plots? 

parties became entangled in the long discussion with 
1923-26, the respective share interests of the various 
e size of the Anglo-Persian royalty became issues for 
iGulbenldan was opposed to the 10 -percent ovemding 
he believed was a contribution to Anglo-Persian for 
iild receive no benefit. Later, however, Gulbenkian 
glo-Porsian have the 10 percent of free oil if, in return, 
and Royal Dutch-Shell would accept the Foreign 
(l>nt of 1914. The French were also reluctant to agree 
ian’s 10-porcont overriding royalty. CFP at first 
<|)btain a one-half percent royal ty^ from Shell in return for 
lare interest in TPC. Shell rejected the CFP request. 
Hies agreed to accept the self-denying clause of the 
agreement of 1914, CFP gave up its demands for a 


till 


Am 


settlement, all parties agreed to give Anglo-Persian a 
erriding royalty on all oil obtained from the 24 plots 
served for exclusive exploitation by TPC. The Ameri- 
ainod a 23.75 percent interest in TPC, and Anglo- 
Royal Dutch-Shell agreed to bo responsible for Gulben- 
it interest, which reduced Anglo-Persian’s interest to 
and Royal Dutch-Shell’s interest to 22.50 percent. 


lA-, was made contingent upon the American group's obtaining an acknowledgment 
{tment that the offer would satisfy all American claims in Iraq, and that the State 
longer question the validity of the titles hold or claimed by the TPC. _ But the 
the American group would not go along with the British proposal, and insisted that 
be confirmed by the Iraq Government. 

•fiance with the provisions of the Foreign Office agreement. 
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CFP then agreed to give a 1 % percent share in TPC to Royal Dutch- 
Shell (thus equalizing the American, French, Anglo-Persian, and 
Shell’s interest at 23.75 percent each), and to purchase Gulbenkian s 
share of TPC oil. Such was the division of the share interests effected 
by the group agreement of July 31, 1928. 

THE SCOPE or THE RESTRICTIVE PROVISIONS OF THE GROUP (rED LINE) , 

AGREEMENT OF 1928 


The group or “red lino” agreement of July 31, 1928, which was thus 
worked out, constituted a partnership under which TPC became “a 
brotherhood of oil merchants.” The production, offering, dividing, 
and selling of crude oil was carried on by TPC at a price to coVer its 
cost. Hence, profits accrued to the partners, and not to TPC.^® 
agreement was essentially a compact between the owners of TPC and 
the corporation itself, but most of its provisions concerned the inter- 
relations of the component groups. Each of the parties (owners), 
was in contract with each other and each owner was bound to see 
that any associated companies which were controlled directly or in- 
directly by the respective owners, observed the agreement.''® • , i j 
The agreement compromised most of the principal issues which had 
existed among the different groups. Thus, it admitted the Americans 
to TPC as a full partner along with Anglo-Persian, Royal -Dutch- 
Shell, and CFP;’® it put into effect the working agreement which 
made TPC a nonprofit crude oil distributing company;®'’ it gave 
Anglo-Persian a 10 percent overriding royalty on all crude produced 
from the 24 plots to bo selected in accordance with the Iraq conces- 
sion agroomont of March 14, 1926; it required TPC to construct a 
pipeline to tlic Mediterranean as soon as sufficient oil had been secured 
to justify a pipeline. 


n Letter from J. Sltliros, managing director of TPC, to the groups, Juno 6, 1934. 

Close cooperation was required of the groups in the administration and management of TPC Each 
eroun holding a 23.75 percent share was termed a major group and each major group was entltlca to appoint 
two directors. Participations and investments (Gulbenkian) was termed a minor group and entitled t^o 
one director. (Any appointed director could select an alternate director). In addition to the directors 
appointed by the groups, one director could bo appointed by the Government of Iraq; tho TPC Board could 
elect a chairman and a managing director, but the number of directors could never exceed 12, and lesolutions 
couid bo passed at a board mooting only if 3 major groups voted favorably: 

™ Prom a iriomorandum prepared by Montague Picsso, April 21, 1944, 

“iLotfof the partS S>rcto°of the bvo parts horoby contracts with each of the other of such parties and with 
the Turkish Company that they will observe and wfll procure their respective Associated Companies (as 
hcroinaftor defined) to observe the provisions of tins A groom ont and each of the said parties shall be rospom 
siblo for any broaob or nonobsorvanoo of this A greoment committed by any Associated Company of such 
party in the same manner and to the same extent as if such broach or nonobservance had boon committed by 
such party itself.” 

“In^thls^jNgrcemcnt the expression 'Associated Company’ as regards each of the parties hereto of the first 
five parts means and includes (a) Any Company over which such party alone or m 
anv other party or parties hereto and/or in eon unction witii one or more Associated Companies of any party 
hereto can now or hereafter exercise control citner directly or indirectly and whether such control bo cxcrcis- 
ablo by moans of the possession of a majority of votes or of the right of appointing directors or by contract 
or in any manner whatsoever whether similar to the above or not.” 

70 As finally redistributed, the 5 owners hold stock in the .following proportions: Percent 


D’Arcy Exploration Oo., Ltd 

Anglo-Saxon Petroleum Co., Ltd_. 
Compagiiio Francaiso dcs Potrolcs. 

Near East Development Oo 

Participations and Investments Co 


23. 76 
23. 75 
23. 75 
23. 75 
6.00 


8« Article 13 of the agreement provided tliat .ill crude oil produced or purchased J>y TrG was to bo oflued 
to the groups in “basic proportions,” at seaboard terminal, at a price equivalent to cost plus a ehaigo to be 
fixed by the board of directors of TPO not to exceed 5 shillings per ton. ( Basic proportion was the pro- 
portion which the aggregate nominal value cf the shares in TPO hold by each group boie to the to tal nommal 
valL of all the sharif hW by all the groups.) Although the agroomont P™"dcd certain broa^^^^^ 
determining the price, it should bo noted that under an arrangement completed m 

was a nommal price sufficient to cover allowances under the British income tax plus 1 shilling pu ton piolit. 
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Article 10 
is as follows: 


ent wove around the groups a web of restrictive pro-, 
i^ade it impossible, for all practical purposes, to compete 
refining, or securing concessions in the “defined area,” 
encompassed most of the old Ottoman Empire. Indeed, 
of competition was the sole purpose of many of the 
isions. Thus, the TPC was to have the solo right to 
[cessions in the defined area, and the owners as well as 
' companies, i. e., subsidiaries controlled by the owners, 
interested, directly or indirectly, in the production or 
£|ny oil in the “defined area” otherwise than through 


qd 


of the agreement regarding production and concessions 
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81 The “defined are 
agrcomGnt. The aro4 
Anatolia, Arabia, 
Generally, the “defliii 
Sheikdom of Kuwaiti 

82 In previous sectiqi 
88 The American gis 
8* Art. 10 (i) of groij: 


Approved For Re 


All the parties hereto agree that the Turkish Company or a nominee of the 
’Turkish Company shall, except as hereinafter mentioned, have the sole right to 
feeek for or obtain oil concessions -within the defined area, and eaeli of the Groups 
hereby covenants and agrees -with the Turkish Company and -with the other 
Groups that excepting only as herein provided or authorized such Group -will 
not nor -will any of its Associated Companies either personally or through the 
intermediary of any person, firm, company, or corporation seek for or obtain or 
be interested, directly or indirectly, in any such oil concession or be interested, 
directly or indirsctly, in the production of oil within the defined area or in the 
purchase of anj such oil otherwise than through the Turkish Company or an' 
Operating Company under the Turkish Company. 

The legal rigidity of this comprehensive restriction on the freedom 
of the groups to obtain concessions was slightly softened by two pro- 
visions. The first dealt with plots offered for competition (sublease) 
under article 6 of the Iraq concession,®^ and the second related to 
all other areas. If the groups unanimously agreed, a 
^half of the groups was permitted to tender a bid for a 
offered under article 6 of the Iraq convention, but if 
lirere successful in acquiring the lease then each partner 
Entitled to be offered its proportionate share in the con- 
tho other hand, if the groups were not unanimously in 
ing a bid, the group or groups favoring such action wore 
if they obtained the concession, it was to be transferred 
b a company in which each of the groups would be offered 
ate share interest. A similar rule applied to all con- 
other than those under article 6 of the Iraq concession, 
it wish to apply for a concession but two groups thought 
ip TPC would permit the groups to bid for the concession, 
was successful, each of the other groups was to be 
ojportionate interest.®* 

these limited circumstances could the groups bid for 
Independently of TPC. The practical effect of these 
was negligible because the “share and share alike” 
most of the advantage that might be obtained by 
Action. 


was bordered in red on a map which was included iis an attached schedule to the 
circled by the rod lino Included Turkey in. Europe, Turkey in Asia (which comprised 
.a. Palestine, Mesopotamia, and Kurdistan) , and certain Islands in the Mediterranean, 
id area” was assumed to include the old Ottoman Empire excluding, however, the 

ns, these plots were called “outside areas.” 

oup was permitted to operate these plots on their own behalf if obtained. See p. 60, 
p agreement of July 31, 1928. 
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The freedom of the groups to perform refining operations independ- 
ently was restricted in mueh the same m.anner as their right to seek con- 
cessions and engage in production. Under the Iraq concession, TPC 
was obligated to refine or supply oil to meet the local needs of the 
Iraq Govornro.ent. In regard to this point, the red-line agreement 
provided that only TPC should refine oil in Iraq and that the quantity 
should not bo in excess of Iraq consumption.®® There was to be no 
surplus for export. Moreover, the groups were permitted to erect 
and operate refineries at seaboard terminals only if all the major 
groups gave their consent in writing, and then only for the purposes of 
(1) refining such Iraq oil as the groups did not purchase or (2) refining 
oil on account for any or all groups. In the latter instance, each would 
bo entitled to have its proportionate share of the oil refined while in 
the former, the refined products obtained from Iraq crude had to be 
shared on equal terras in the “basic proportions.”®" 

It should bo noted, however, that the red-lino agreement was con- 
cerned principally with protection of supply rather than marketing. 
Its marketing provisions wore concerned principally with limiting the 
operations of TPC rather than the operations of the groups. TPC 
had the exclusive right to market oil in Iraq (sufficient for local needs), 
but it could not be interested, directly or indirectly, in the marketing 
of oil in any other area except to fulfill an obligation under a concos- 
* sion agreeinont.®^ Marketing outside of Iraq was, therefore, left free 
for the groups, and TPC was not to compete with the marketing 
, organizations of the owners of TPC. _ _ 

From the above analysis of restrictive provisions, it will be seen 
that the red-line agreement went a long way toward granting TPC 
an exclusive monopoly of the oil concession and production rights in 
Iraq; it eliminated competition between the owners of TPC for conces- 
sions in a much larger area; and in effect, it closed the “open door.’’ 

One oil company official has called the rod-line agreement “one of 
the outstanding instances of international sharing and cooperation.” 
The agreement has also been described as “an outstanding example 
of a restrictive combination for the control of a large portion of the 
world’s oil supply by a group of companies which together dominate 
the world market for this commodity.” However characterized, 
it did not carry out the oil policy for Mesopotamia which had been 
vigorously advocated by the American oil companies and the State 
Department in 1922. 


OPERATIONS WITHIN THE RED-LINE AREA, 1922-39 


The signing of the red-line agreement in July 1928 admitted the 
American group as an active participant in TPC’s operations. Al- 
though this agreement was the culmination of 6 years of negotiations, 
it did not end the differences between the various owners of TPC. 
In 1927, oil had been discovered in substantial quantities. Hence, 
the partners were now confronted with two questions: 


85 Art. 16 (1) of group agreoment of July 31, 1928. 

88 Art. 16 (ii) aud 16 (iii) of group agreement of July 31, 1928. 

8^ Art. 17 of the group agroomont of July 31. 1928. j . .,.v i 

88 From a memorandum titled, “The Participation of an American Group of Companies in the Develop- 
ment of Oil Through the Iraq Petroleum Oo., Ltd. ” prepared C S Morgan, February 25 1944 

E F Mikosell and H. B. Ohenery, Arabian Oil, University of North Carolina Press, Chapel Hill, 
N. C.'(1949),p. 46. 
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How rapid y should TPC develop the Iraq concession, and how 
far should they go in closing the “open door”? 

The Iraq^ concession of March 24, 1931 . — As noted heretofore, the 
“open door” 1 ad been virtually closed in 1925. Of the original “open 
door” plan p -oposod by the American group, the only part which 
remained that could be of any practical value was the proviso in the 
Iraq concessicn agreement permitting parties, not members of TPC, 
to bid for leases on plots selected by the Iraq Government, i. o., the 
“outside areas.” But no plots were even submitted for competitive 
bidding, and within a few years after the red-line agreement was 
signed, the “open door” seemed to have been finally closed. 

Under the Iraq concession agreement of March 14, 1925, it was 
necessary for TPC and the Iraq Government to make their selection, 
of plots before any party seeking a concession under the “open door” 
plan could tender bids. TPC was required to make its selection of 
24 plots of 8 square miles each for its exclusive exploitation within 
32 months from the date of the concession, and the Iraq Government 
was given 4 3 'ears in which to select the 24 plots to be offered for 
competition by^ sealed bids. Thus, TPC was to have made its selec- 
tion by November 14, 1927, while the Iraq Government had until 
March 14, 1929, to make its selection. 

Instead of silccting its plots, as the concession agreement provided, 

TPC asked h r more time. In August 1927 the Iraq Government ‘ 
agreed to grar.t TPC, as well as itself, a 1-year extension of the time 
limit for the sjloction of plots But no selections were forthcoming 
since negotiations between the groups and TPC were still in progress. 

In April or M ly 1928 TPC began to negotiate with the Iraq Govern- 
ment for a 5-year extension of the time limitation. The King of Iraq 
agreed to the extension but, because of a new competitive develop- 
ment, was reluetant to place it before the Iraq Parliament for approval. 

This new factor was an independent British-Italian s^dicate, the 
British Oil Development Syndicate (BOD),®^ which hacl indicated to 
the King that it was interested in obtaining oil leases on the “outside: 
areas” to be selected for subleasing under the Iraq concession. Thus,, 
the King had a bargaining point with TPC, and of course, the BOD 
Syndicate endeavored to induce the King to withhold the presentation 
of the extension agreement to the Iraq Parliament.®^ BOD’s greatest 
bargaining po\mr was derived from its offer to construct a transdesert 
railway from Bagdad to the Mediterranean. In return, BOD desired 
to select 24 plots which, if approved by TPC, the Iraq Government 
would then put up for bid under the “open door” plan.®® Under this, 
procedure, BOD hqped to purchase the plots and gain access to Iraq 
oil. 

As a countermove, TPC agreed “to accept the principle of assist- 
ing in the guarantee of a railway in return for additional concessions 

From memorandam attached to letter from C. S. Morgan to W. C. Toagle, .August 17, 1927. 
w Tho BOD. Syndic ite was controlled by British and Italian interests. An Italian group had, shortly 
before tho BOD opisoie, been denied an interest in TPO, so they apparently joined with some British 
friends to obtain an in crest in Iraq oil outside of TPC. 

In a letter from Montague Piossc to Guy WcllJiian dated May 10, 1928, there appears the following: 

“I can quite sec that Lord Iiiverforth’s syndicate, if it hs really serious, will do a.ll it possibly can to prevent 
any extension of time 'vdthin which the TPC is to select its 24 plots, as this would, no doubt, have the effect 
of extending tho time f )r the outside areas to be offered for competition, for the Government could not offer 
any outside areas until the TPC had made its selection of its 24 plots. I am thinkiug that the syndicate is 
waiting for those outsic e areas to be offered for tender and it would, therefore, not suit them to have the time 
extended for 5 years hi fore any outside areas are offered." 

fis Tologram from Sir Adam Ritchie, general manager of TPC, Bagdad, July 4, 1928, to. tho directors of 
TPO. 
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and/or modifications in existing concessions.” The Iraq 
mont rejected several proposals which TPC placed before it and fi- 
nally informed TPC that it must have a definite guaranty for the 
railway before the agreement for the time extension would be placed 
before the Iraq Parliament. In view of the offer received from 
BOD, the Iraq Government was of the opinion that it had to have 
some offer from TPC regarding the railway in order even to reject 
BOD’s proposal.®® TPC then offered to make a survey for the pipe- 
line and railway to the Mediterranean in return for a time extension 
of 2 years, with a further proviso that if a now concession agreement 
were made, a further 5-yoar extension would be made.®® 

Although TPC continued to be interested in obtaining an extension 
of time within which to make its selection of plots, by the middle ol 
1928, officials closely connectod with TPC were begiptning to intimate 
that the Iraq concession agreement should bo modified to bring the 
“outside areas” under TPC’s control and thereby eliminate the auc- 
tion plan, i. c., what was left of the “open door.” 

In April 1929 Sir John Cadman, chairman of TPC and formerly 
with the Anglo-Pcrsian Oil Co., in reporting on a visit which ho had 
made to Iraq, lauded the prospects for oil development there, but also 
indicated his concern over the limitations on the total number of plots 
which could be taken up by TPC. He stated: 

I must frankly state, however, that the predominant consideration in my 
mind — and one which grows steadily in importance the more I reflect the future 
of the company — is the inadequac)/ of the aggregate area to be definitely conceded to 
the company * * * when regard is had to the formidable character of the 

financial commitments immediately resulting from the selection.™ [Italics 
added.] 

Sir John went on to suggest to the TPC board that it should make 
a complete review of the problems of whether the Iraq Government 
should not bo approached on the whole subject of the concession 
area, the auction system, and other related questions.®® When in 
• June 1929 TPC ‘ was informed that the Iraq Government would bo 
pleased to discuss a inodiRcation of the agreement,® negotiations with 
the Iraq Government were expanded to include a complete revision of 
the 1928 agreement, and IPC prepared to make a more or less tenta- 
tive selection of its 24 plots in order to comply with the old agreement 



G4 Cable from Montague Picssc to Stuart Morgan, July 17, 1928. 

Tho BOD oficr to construct a railway was rejected by the Iraq Government because the road would 
not extend beyond the western boundary of Iraq. See cable from Sir Adam Ritchie to TPO, July 11, 1928. 

83 Minutes oi; meeting of directors of TPO, July 31, 1928. Although BOD was unsuccessful in its efforts, 
to secure a foothold in Iraq at this time, it socared a concession in 1932 in other parts of Iraq which were 
not included in tho TPC concession area. (See p. 212.) ^ ^ i n,, 

8 ^ On July 13, 1928, before tho group agreement was signed, Montague Ticsso wrote to Stuart Morgan,. 

director of 'Near East ncvolopment Corp., as Mlows; . ^ „ ,. -,.. 4 .. 

“/ srd verv plainly lohat is in the minds of the board of the TP Co. when they talk of acqui'-mg additional con- 
cessions and/or modifications in the cxistine- cone -ssion. In return for any help or assistance that the 1 1 
Co may be prepared to give to the Iraq Government in connection with the financing of the trans-aosert. 
railway, they want to ask the Iraq Government to modify the concession by withdrawing the oblioaiionio auction 
the outside areas, so that these areas may be included definitely in the Iraq concession.” [Italics added.] 
Vote by Sir John Cadman regarding visit to Iraq, April 1929. 

99 

1 Tho TPC cliangcditsnamc on Junes, 1020, to the Imu rctroloura, Co., Ltd., and hcrealter will bolmown, 
as IPC. 

8 Montague Piessc, in reporting to Stuart Morgan on July 30, 1929, regarding a injecting of the IPC board, 
stated that the board had discussed the status of the negotiations with the. Iraq Govcrnrrient, which were 
being conducted at Bagdad by Mr. Bull representing IPC. Mr. Picsso quoted Mr. Bull as having 
that * * he had been in cousulta.tion just before ho left Bagdad with tho Prime Minister and other 
members of the Cabinet, who had exT)rcsscd themselves as being entirely in fa^'or of giving the IPC (lit they 
required because Iraq ivas, in fact, lookinn to the company to develop its petroleum resources. 

Bull stated that if the UPC dosi'-ed to have the concession, particularly articles 5 and 0, altered or moftihecl 
In any way, the Iraq Govornment would be very pleased indeed to discuss with the IPO any views tricy 
had in this connection.” [Italics added.] 


23541—52 6 
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and eliminat } from the area of discussion the question of an exten- 
sion of time. 

Although, because of differences between the owners of IPC,® the 
negotiations were subject to many delays, a new agreement was 
finally signed by IPC and the Iraq Government on March 24, 1931, 
under which IPC was freed from all provisions referring to an “open 
door” plan. Instead of having a concession of 192 square miles, 
IPC now had a concession comprising all lands situated in the vilayets 
of Bagdad and Mosul east of the Tigris River, comprising approxi- 
mately 32,003 square miles as compared with 192 square miles under 
the previous agreement. All provisions referring to subleasing and 
auctioning oj' plots were deleted from the agreement, and IPC was 
also relieved of all drilling obligations, present or future, and was given 
a completely free hand in developing the concession.* 

In return for the concession, IPC was to construct a pipeline with a 
capacity of not less than 3 million tons of oil a year. The line was to 
be constructed “with due diligence” and to be completed not later 
than December 31, 1936. IPC was to pay the Iraq Governrnont an 
annual royal ty of not less ths p £409.000 gold, one-half of which was 
to be recoverable by the company m subsequent years by deductions 
from the fixed royalty. IPC was also given permission to construct 
and operate such railways as were necessary for the purpose of con- 
structing the pipeline but was not bound to build a railway. Finally, 
the Iraq Government was to be supplied by the company with petro- 
leum produc es at base prices which were specified in the agreement. 
These base piicos were to vary in accordance with world market prices, 
and wore varied annually in accordance with changes in export prices 
at the Unitec . States Gulf. 

Contempoi'ary records show that the American group did not vigor- 
ously defend the “open door” but acquiesced in closing it. One 
official stated that 

* * * so far as the Near East and the members of the American group are. 

concerned, their position must, I feel, always be consistently maintained for the 
operation of the open-door plan as proposed through the offering of outside areas.® 

But ho went 


Considering 
considering the| 
to understand 


“open door” 
W. C. Teaglel 


on to say; 

the position of the Turkish Petroleum Co. * * * and also 

position of the Government of Iraq * * * it is quite possible 

hat the business aspects of their respective problems might very 
well lead to a decision to eliminate the provision for offering outside areas and to 
treat the so-cal.ed outside areas as a definite part of the territory leased to the 
exclusive operation of the Turkish Petroleum Co.® 

This rationalization for a new agreement which would eliminate the 
provision was later followed by a stronger statement by 
of Standard Oil Co. (N. J.), who stated: 


* * * it is our feeling that the desired modification in the concession should, 

if at all possiblb, be secured before November, when, under the present conven- 
tion, the Iraq povernment can ask the company to stai:t putting up tracts for 
auction,^ 

were over matters which were not directly related to the concession agreement, such as 
and delays in development in, Iraq. The problems are discussed in a suhsequont 


bo., Ltd., agreement concluded on March 24, 1931, with the Iraq Government. 
Avellman to Montague Piesse, July 26, 1928. 


Approved For Re 


8 These cUfEorcnces 
direction of pipelinjj 
section. 

* Iraq Petroleum 
8 Letter from Guj^ 
fl Ibid. L 

’ Letter from W. C. Teaglo to Horace Plnaly, Paris, September 8, 1930. 
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The following appears in the May 28, 1931, minutes of meeting of 
the IPC directors: 


Mr. Seidel communicated to the board a resolution dated 13th May passed by 
the board of the Near East Development Corp. expressing their full approval of 
the new agreements.® 


Inasmuch as Mr. Seidel was the Near East Development Corp.’s 
director on the IPC hoard, this would appear to indicate that the 
American group approved the new agreement. 

■ Efect of restrictive 'provisions of the 1928 group agreemerit.—yha 
various provisions in the group agreement designed to limit the indi- 
vidual freedom of action of the partners in IPC have been noted in 
previous sections. Attention will now be directed to the effects and 
applications of these restrictive provisions in specific areas. 

Gulf Oil Corp.’s option on Bahrein. — On December 2, 1925, the 
Eastern and General Syndicate (a British firm headed by Maj. Frank 
Holmes), acquired from the Sheik of Bahrein an oil concession over 
an area of about 100,000 acres, with the exclusive right to develop 
the area. Shortly thereafter, the concession was extended to include 
all of the island of Bahrein and the islands adjacent thereto under the 
jurisdiction of the Sheik of Bahrein. Subsequently, on November 30, 
1927, Eastern Gulf Oil Co., a subsidiary of Gulf Oil Corp., entorea 
into an option contract to purchase Eastern and General Syndicate’s 
concession rights in Baliroin. Gulf was given until January 1, 1929, 
to exorcise its option.® 

In May 1928, before the American group had signed the group 
agreement. Gulf confidentially advised the other members of the 
American group of the option contract with the Eastern and General 
Syndicate, but the American group held the matter in abeyance until 
they became, members of TPC under the group agreement.'^® As one 
of the American signatories. Gulf was bound by its restrictive 
■ provisions. 

In October 1928, the proposal was presented to the board of directors 
of TPC. Gulf had not decided whether or not it desired to exercise 
its option but wanted clarification from the TPC board before pursu- 
ing the matter further. The specific question before the board was 
whether Gulf’s contract came within the provisions of article 10 of 
the red-line agreement." Under article 10, it was possible for the 
TPC board to make one of three rulings: (1) it could decide that 
Bahrein was not within the defined area, as indicated by the map in 
the rod-line agreement, and thus permit Gulf to act independently 
with respect to its option; (2) it could rule that Bohrein was within 
the rod-line agreement and transfer Gulf's rights under the option 
contract to itself (TPC) ; or (3) it could rule that Bahrein was within 


Minutes of meeting of directors of IPO, May 28. 1931. 

* From Abstract of Option Contract, October 3, 1928, and from Analysis of Bahrein Concession, attach- 
ments to letter from n. n. Stoncof Gulf and Guy Wellman (SONJ) to Montague Piesso, London, October 3, 
1928. The above letter with the attachments were presented to the dirootors of TPC on October 26, 1928, 
with a reauest that Gull’s option be reviewed. „ , , , „ , , , 

i« In a letter from Guy Wellman to It. G. Seidel, Paris, May 16, 1928, Mr. Wellman notified Mr. Seidel 
of the existence of Gulf’s rclatlonB with Eastern and General Syndicate. Mr. Wellman also wont on to 
express his views regarding what would happen under the “self-denying” clause of the group agreement in 
the event it was signed by the American group. Ho wrote as follows: “This Gulf contract, however, will 
not be allowed to reach the point of embarrassment to the American group in relation to the other groups 
and the TP Co. The Gulf’s action is in abeyance at our repuest until the participation of the American 
g-oup is concluded • • •, This matter will probably straighten out in duo season either by surrender 
of the open door or an offer to turn it over to the TP Co. under art. 10 of the proposed group agreement, if 
that is possible under the terms of the option, or by a new agreement with the syndicate. ” 

11 Art 10 of the group agreement of July 31, 1928, was a section which bound the groups not to be interested, 
directly or indirectly, in any oil concessions within the defined area. The speoifle provisions of this article 
have heretofore been discussed. 
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the red line agreement and refuse to take over Gxdf’s option contract. 

In its presentation to the board, Gulf indicated that if it were covered 
by article 10 of the group agreement it would endeavor to got the 
option transferred to TPC. But the TPC board ruled that it would 
not accept the offer of the option and that if Gulf should decide to 
develop the concessions it would be bound by the terms of the group 
agreement.'^ In effect, this meant that, if Gulf exercised its option, 
any oil that it developed in Bahrein would have to be shared with 
TPC. Furthermore, by its ruling, the TPC board indicated that it 
did not want to assume any of Gulf’s obligations under the option 
agreement. 

Contractually speaking, Gulf was effectively prxjcludcd from further 
activity in Bahrein. On December 21 , 1928, it transferred the Bahrein 
option contract to the Standard Oil Co. of California, thus providing 
the first illusi ration of the use of the group agreement to limit inde- 
pendent action by companies participating in IPC operations. 

Negotiations regarding Standard Oil Co. of California’s Bahrein and 
Saudi Arabian concessions.— Tho restrictions on individual activity in 
the red -line agreement also hampered and embarrassed the participants 
in dealing wiF the important discoveries of oil during the 1930’s by 
flio Standard Oil Co. of California in its concessions in Bahrein Island 
and Sa,udi ./Vr ibia. These important additions to known Middle East 
oil resources promised to disturb existing' Middle East oil relationships 
and to upset market arrangements and unstabilize prices in Europe 
and the Far East. Alarmed by these discoveries, the three major 
groups — Anglo-Iranian, Shell, and NEDC — attempted to bring these 
fresh supplies of oil under some form of control. Their efforts, how- 
ever, were enormously complicated by the restrictions in the rod-line 
agreement itself, since CFP and Gulbenkian were determined tO' 
safeguard their own interests in any arrangement that could be made 
with Standard of California. The resulting negotiations among the 
group members of TPC and between them and Standard of California 
were extremely tedious and reached no definite conclusion up to the 
outbreak of ^7orld War II in 1939.*® 

It is interesting to note that, had the individual members been able 
to operate freely and independently, it is possible that a partnership 
arrangement would have been effected with Standard Oil Co. of 
California behre World War II. The fundamental reason for the 
provisions in the red-lino agreement restricting the individual activi- 
ties of the participants was to prevent the groups in IPC from com- 
peting with each other. But when the IPC groups were confronted 
with outside competition which they wished to neutralizo, they found 
themselves almost completely shackled by the provisions which they 
had originallj’ approved for their own mutual protection. 

The discovery of oil in. Bahrein alarms Anglo-Persian . — The Standard' 

Oil Co. of California obtained Gulf’s option contract to the Bahroim 
concession. In 1928 and thereupon it immediately took steps to^ 

•2 Letter from E, T. Brown, seci’etary, Turkish .Potroloum Oo., Ltd., to Montague Piessc, London,. 
Novo-Tribcr 12. 1928. 

13 Although World War II interrupted negotiations between the groups and prevented the formal sign- 
ing of the tigcncy and related agreements, the Big Three continued to be interested in reachin.g an understand- 
ing with Standard C'il Oo. of California and the Texas Co. in resnect to their Middle East concessions.. 
Evidence of this is tlie fact that after the war the joint owners of NEDC (Standard Oil Ob. (Now Jersey) 
and Socony-Vaeuurr ), succeeded in obtaining a 40-porccnt interest in the Saudi Arabian concession.. 
Events after the war arc discussed in subsequent sections of this chapter. 
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•exercise, the option.^* By early 1930 negotiations were completed. 
Standard of California then organized the Bahrein Petroleum Co., 
Ltd., to hold the Bahrein concession, and exploration work began 
immediately. Oil was discovered in 1932, and rapid development 
followed. 

'J'he IPC, and particularly Anglo-Persian,^® regarded the discovery 
of oil in Bahrein as a distinct threat to their interests. Previously, 
Anglo-Persian had controlled the only important source of crude oil 
in the Persian Gulf. In fact, outside of IPC, Anglo-Persian’s Iran 
concession had been the only important source of crude in the Middle 
East. Moreover, Bahrein crude was low-cost crude:_ the discovery 
well came in u.nder its own pressure at 2,008 feet with a potential 
output of several thousand barrels per day; and only 12 miles of 
pipeline were required to get the crude to a tanker-loading terminal 
on the Persian Gulf.'® Thus Bahrein was a more direct threat to 
Anglo-Persian than bo any of the other IPC groups. The chairman 
of IPC (formerly with Anglo-Persian) lost no tirno in discussing the 
Bahrein problem with the president of Standard Oil Co. of California, 
but apparently without any positive results.” 

As a countermove, Anglo-Persian tried to obtain some 70,000 acres 
in Bahrein which was not included in the concession hold by Standard 
of California. In 1933, Sir William Fraser, of Anglo-Persian, suggested 
at a mooting of the IPC groups that a concession on parts of Bahrein 
was of potential interest, and directed attention to the danger which 
the groups ran of losing concessions by the delay involved in having 
every stop discussed by the groups before any action would be taken. 
He suggested that Anglo-Persian be permitted to conclude negotiations 
for the areas still available in Bahrein on the understanding that if 
none of the groups were willing to participate Anglo-Persian should be 
permitted to take up the concession by itself.'® Although NEDC 
opposed the suggestion,'® Anglo-Persian was eventually permitted to 
negotiate for a concession in IJahrcin provided (a) that the terms of 
the offer had the concurrence of one other group, in this case Anglo- 
Saxon (Shell), and {b) that if the concession were obtained partici- 
pation would be offered to the other groups in accordance with the 
group agreement. If Anglo-Persian could not obtain the concur- 


n Bahrein is an island in the Boi-sian Onlf, adjacent to Saudi Arabia, and was ruled by a sheik under 
British nrotcction. Because of British infl ucnco the Bahrein concession had to bo approved by the British 
Govorninont. The United States Dopartmont of State intervened aiid assisted Standai-d of California in 
obtaining tho concession in Bahrein. Sco American Petroleum Interests in Foreign Countries, op. oit,, 

a’ S. Walden, SONJ rcpresontatlvo on tho IPC board, in a memorandum to II. G. Seidel, dated Sep- 
tember 15, 1932, stated: “There is no doubt that the Standard Oil Co. of California's well is giving real con- 
cern to the Anglo-Persian.” 

The Petroleum Times, October 30, 1937, p. 584. ^ -r»- 

1’ In a letter from M. Piessc to Stuart Morgan, dated December 23, 1932, M. Piossc reported on the 
ractions taken and the discussions that had occurred at IPC hoard meetings. lie stated that Sir John Cad- 
man, chairman of IPC, had just returned from the United States. Sir John is quoted^ Mlows. 

“Tho chairman advised tne Board that whilst in tho United States he had met R. K. Kingsbury, 
nresident of the Standard Oil Co. of California, and that he had had some discussions with him in regard to 
this concession and that Mr. Kingsbury would bo in Europe in the now year when tho chairman was to 

have some further discussions on this subject.” , , ^ ,.,.t t n 

In this connection it is interesting to note that one Standard Oil Co. (Now Jersey), representative on the 
IPO board thought that “this promiction in tho hands of the Standard Oil Oo. of California might bo more 
.of a menace to the Anglo-Persian Oil Co., Ltd., than perhaps to tho IPO.” 

18 Minutes of mooting of gi'oup ropresontatives, July 10, 1933. ^ ^ 

18 Ibid. Mr. Seidel, the NEDC representative on tho IPC board, objected to Mr. Fraser s proposal, 
Dointine out that it was contrary to the provisions of the red-line agreement, that these provisions had been 
&rictly enforced against the Gulf Oil Corp. when Gulf had ofEcred its option on the Eastern and General 
Syndicate's Bahrein concession to TPC in 1928, and that It would bo unlikely that NEDC would agree to 
waive tho provisions of the agreement in favor of the Anglo-Persian in the present instance. Mr. Seidel was 
Standard Oil Co.’s (Now Jersey) roprosentativo on tho IPG board, and this strong position would indicate 
that NEDC (including Standard Oil Co, (New Jersey)) did not fear Standard Oil Co. of California as much 
as it did Anglo-Persian. 
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pressure from the British representative in IPC, Anglo- 
ever able to obtain an interest in Bahrein, and Standard 
concession was extended in 1940 to cover the entire 
hrein.^'- Had the red-line. aOTeement not prevented 
from negotiating independently of the other IPO mem- 
^ible that Anglo-Persian would have secured a concession 
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^ Co. of California and IPC compete for Saudi Arabia but 
<s. — The discovery, of oil in Bahrein stimulated interest, 
mainland of Arabia as a potential source of oil. IPC 
Oil Co. of California were soon actively competing for a 
Saudi Arabia. 

talk of IPC forming a partnership with Standard of 
t some groups thought this would give the American 
large a share in IPC.®^ Although IPC was interested 
the concession, it appears that the terms asked by the 
Government were not acceptable.^® On May 5, 1933, 
of IPC “decided that it was not desirable that the IPC 
for an oil concession over El Hasa.®'*” 
of IPC’s decision, Anglo-Persian continued its effort to 
nssion in Saudi Arabia. As has been noted, under the 
i^ent it was necessary for Anglo-Persian to get one of the 
:roups in IPC to join with it in applying for the conces- 
in order to conform to the agreement, Anglo-Persian, 
|33, invited the American group to join in the venture.®® 
n whether the American group favored such a plan,, 
i^^ent the attempt failed. On May 29, 1933, Standard 
iforpia was granted a concession in the El Hasa area in 
Arabia, covering about 56,000 square miles.®^ 
ree attempt to reduce the red-line area. — With Standard 
now holding concessions in Saudi Arabia as well as in 
Big Three (Anglo-Persian, Shell, and NEDC) were 
jlarge potential competitor at their back door who was 
Ipant in their world-wide plan to stabilize crude oil 


.ow: 


Chencry, op. eit., p. 60. 

i^d in a letter to Guy Wellman, dated Api il 11, 1933: 

^ions the question was raised whether the IP Co. would be willing to go into a partner- 
lia company in Hasa, and while there was no voice of objection there were statements 
! intercvsts would result in oxcossivc American representation. On the other hand, I 
ievo that there would be any great objection from any of the groups if the California 
turn in all of their interests in this part of the world in return for a participation In the 


Iros, general maiiager of IPC, to the members of the outside concessions committee of 
and minutes of mooting of directors of IPC, May 5, 1933. 

igofdiroctorsof IPO, May 5, 1933. El Hasa was the area in Saudi Arabia being sought 
. of California. 

agreement provided that if IPO refused to apply for a concession, but two groups agreed 
was bound to grant permission to a nominee of these groups to go ahead and seek the 
Ccessful, each of the other groups in IPO would be entitlea to be offered their partici- 


Ficsse to Near East Development Corp., May 6, 1933. Gulf was at this time still a 
incan group and Gulf’s representative was in favor of joining with Anglo-Persian in 
Arabian concession. 

jngrigg, IPC negotiator, May 12, 1939, appended to letter from J. Skliros to the directors ■ 
‘^^ns, Ltd., Jday 13, 1936. 
discussion of this plan. 
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Confronted with a fait accompli, their next move was to try to 
reduce the area covered by the red line, thereby enlarging the area for 
which the members could negotiate independently. In 1934 Shell, 
Anglo-Persian, and the American group made several unsuccessful 
attempts to induce the French and Gulbonkian to agree to alter the 
red-line agreement, so as to exclude Bahrein and Arabia from the red- 
lino area. This would have given the three groups a free hand to 
negotiate an agreement with Standard of California for a share in the 
Bahrein and Arabian concessions without having to give the French 
and Gulbenkian their proportionate share, as required by the red-line 
agreement.^'’ 

But the French and Gulbonkian would not agree to any such pro- . 
posal. It appears that the Big Three asked too much, and" thus led 
the French to believe that an attempt was being made to eliminate 
them from a very large area covered by the red-line agreement.®" 

Attempts to work out a compromise with the French and Gulbenkian . — 
Failing in their first attempt to obtain a realinement of the Red 
Lino, the Big Three next attempted to work out a compromise with 
the French and Gulbonkian which would permit them (a) to acquire 
the Bahrein and Arabian concessions, or (6) to eliminate those con- 
cessions from the rod-lino area, or (c) to purchase the petroleum 
■ produced from those concessions. On July 9, 1934, NEDC (the 
American ^roup), with the support of D’Arcy Exploration Co. 
(Anglo-Persian), was empowered by the IPC OTOups to negotiate and 
close an agreement with Standard Oil Co. of California for the acqui- 
sition of its concessions in Bahrein and El Ilasa “and/or the purchase 
of any production of oil from these concessions or to effect with that 
company such other exploitation understanding as may be advis- 
able.” In the event an arrangement was made with Standard of 
California, participation was to bo offered to the other groups on the 
• basis of their basic proportions as provided under the red-line agree- 
ment, with the qualification that CFP (the French) and Participa- 
tions & Investments, Ltd. (Gulbonldan) would not participate in the 
first 400,000 tons of production obtained from these concessions. In 
addition it was agreed that if the French decided to participate and 
wanted to market this oil, its marketing activities would be restricted. 

CFP would be bound to offer their share of this additional oil to the 
other three major groups until such time as CFP were able to develop 
an eastern market which would prosumabl^y be large enough to absorb 
the oil acquired from the Standard of California concessions.®® 

29 A cable from H. G. Scldcl to W. O. Tcagle, July 10, 1.934, stated: “President of Amiran proposed 
revision of alinoment of rcdllno. finally unsuccessful * * */’ Letter from II. O. Seidel to Guy Wellman, 

July 10, 1935 also showed that Sliell had attempted to negotiate a change In the red-line restrictions. 

3o' In a letter written May 8, 1935, J. Skllros, general irianager of IPG, related some of the problems of the 
discussions with the French with respect to changes In the red-line agreement. He wrote as follows: 

“That matter was discussed last year for a fortnight on end, and ended In smoko — all because of bad. 
tactics. I had tentatively sounded the French about putting Bahrein and possibly Hasa, outside the bounds 
of the red line and they told mo they would have no strong objection, if the groups acted nicely. But the- 
groups understand continental psychology far better than I do, and in order to obtain Bahrein they a^od 
the French to revise the red line, leaving out all the territory to the south of a line drawn from S^uoz to Bag- 
dad. And the French wore astounded. One group claimed oxporloncc at negotiating with orientals and 
said If you want an Inch you must start off by asking for a yard. The French were offerod successive lines, 
from Bagdad to the Red Sea, to halfway down the Rod Sea to Aden, etc. But the French would not play 
the game I’orlentale, dug in their toes, and refused to give up an inch. I gonei'ally lunch with them after 
these meetings and they told me they felt very humiliated In being treated like bazaar merchants; that If 
they had been asked fair and square to surrender Bahrein, they would have agreed, and, might even had let 
Hasa go, but Suez to Bagdad was the result, and with that crowd, If your tactics are, not right from the start, 
it Is very difficult to retrieve your position.” Quoted from a memorandum written by Guy Wellman tO' 

W. O. Teagle and William S. Farlsh, dated May 22, 1935. 

31 From minutes of group meeting, July 9, 1934. 

82 Ibid. 
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NEDC oponed negotiations with tho French by pointing out that 
adherence to the red line resulted in unfortunate repercussion for 
some of the groups — 

in th it as long as California would not sell and were not in a position 
to trade with any of the Iraq partners now interested in selling products in the 
Far East, they would be obliged to become competitive' and in forcing an entry 
into these marl cts, would adversely affect the price structure in those markets.^* 

In these circi mstancos NEDC hoped, as did Shell, that the French — 

see their way clear to remove the Red Lino from the concessions 
California company.^ 
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31 Ibid. 
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|h, however, were concerned about the price at which 
being delivered to them under tho red-line agreement 
1 to use the price question as a bargaining point.*® 
difference between the parties was that Shell, Anglo- 
NEDC wanted a high price for IPO crude, which meant 
Id amortize expenses and earn a return on capital with a 
aller output, while the French were interested in a low 
and a long period for depreciating and amortizing ex- 
would have tho effect of inducing a larger production 
order to cover expenses and a return on investment. Tho 
groups were also afraid that if Iraq crude were delivered 
-3 the French might use tho low price for Iraq oil as a 
encing product prices in France, 
recognizing that a satisfactory solution to the price 
ild be difficult, NEDC (tho American group) was glad 
>pportunity to negotiate for tho Standard of California 
^Wishing to make tho most of this opportunity, NEDC, 
■ry act, agreed to do what it could about tho price qiics- 
fcneh, in return, could see their way clear to alleviate the 


problem was to got NEDC, Shell, and Anglo-Porsian to 
Ihemselvcs on the price question and on tho changes that 


<B. Seidel to Guy Wellman, .Tuly 19, 1935. 


■I. G. Seidel to W. C. Tcaglo, July 10, 1934, tho points at issue are described as follows: 
.jst continuous meetings for the past S weeks in order to try to setUe the important questions 
many concessions within the red line and the price at which Iraq oil could be made available 
\gh these 2 questions were considered as independent of each other, it was quite obvious that 
used as a lever to bring about the revision of the red line.” [Italics added.] 

.,.n, and the NEDC maintained that IPC should deliver oil to the groups at a price 
Expenses such as royalties, exploration expenses, and depreciation of fixed assets, and 
jhould be written oil as rapidly as possible. Tho French, on tho other hand, contended 
.1 cover only a reasonable allowance for depreciation and repayment of capital based 
of depreciation and amortization. It was the French view that this procedure was the 
tpo group agreement. 

G. Seidel to Stuart Morgan, July 10, 1934, there appears the following: 
mind the previous agreement of the Near East Development Corp. to the United 
basis, and the primary reason for rejecting this basis in the present discussions was the 
'rench Government might use this price as a basis for injluencing product prices in France.” 

tpe discussions with the French, n. O. Soidol in a letter to W. C. Tcagle, July 10, 1935, 
p. Mcrcier (CFP representative on IPC) had stated: 

fnccting that if his group were outvoted on the price question and would have to pay 
price for their oil, that his position w^ould become untenable and ho would have to 
' the company, i. c., Compagnie Francaiso dos potrolcs- He went on further to say that 
tvernmeni would be provoked to retaliation and iha‘ the monop ly qihesHon would be reopened 


Colonel Merceri seemed to satisfy the Shell group that it woidd be impossible to carry through 
red line as they had hoped, and a constructive effort was, made when the situation 
As a result, we have secured the agreement of the other groups in the Iraq Petroleum Co. 
evelopment Corp. should negotiate for the Standard Oil Co. of California concessions in 
i-ndei the provisions of the working agreement.” [Italics added.] 

. Seidel to Guy Wellman , July 19, 1935, The French wero of the opinion that they 
. line from Bahrein Island but they, as well as NEDC, believed it would be diTicult 
e from Standard of California’s Arabian concession, which was found to be larger 
ifornia. 
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should be made in the rod-line agreement, so that a joint proposal 
on these matters could bo made to the French. Shell was insistent 
that they should try to remove the French from Arabia entirely, 
change the red lino to run from Basrah to Suez, and compensate 
the French for any loss of oil by replacing barrel for barrel on the 
Mediterranean any oil produced by the groups east of the red line.^® 
NEDC contended, however, that the French would not accept such 
a proposal. After a lengthy discussion ' the Big Three agreed to 
propose merely that the red lino should be redrawn so as to excludc- 
the concessions held by the Standard Oil Co. of California in Bahrein 
and Arabia.®® Also, to assure action through the IPC itself, it was 
agreed that as among the Big Three, the provisions of the red-lino 
agreement restricting individual action would still apply to the 
Standard Oil Co. of California concessions. In short, the proposal 
agreed upon was to exclude these concessions from the red-line area 
so that the Big Throe would bo free to negotiate with Standard of 
California while retaining the restrictions on individual setion by the 
Big Three.'**’ Anglo-Pcrsian and Shell also agreed to a solution of the 
price question, which was necessary if the groups were to get the 
French to support changes in the red line.'*’ 

Like the previous proposal, this attempted compromise also found- 
ered on the rocks of French resistance, principally because the Big 
Throb would not accede to the price terms demanded by the French.'*^ 
Moreover, Gulbcnkian entered the negotiations with demands to pre- 
serve his interests in the rod-lino area in the event a deal was made 
with Standard of California.''® The Big Three negotiated for some 
time with the French and Gulbcnkian in qn attempt to work out a 
solution, but no satisfactory arrangement could be devised. The 
French continued to insist upon a revision of the method used to price 
IPC crude, They also resented the group’s attempt to exclude such 
a largo area from the rod-line agreement, thereby preventing France 
from participating in oil produced in the excluded areas. To com- 
pound the delays. Shell, NEDC, and Anglo-Pcrsian, wore making 


38 Ibid. 

so A Draft of Minute, which was to bo discussed at IPC board meeting, was eaicloscd with above letter 
from Seidel to Wellman. This draft was not formidly approved by IPC board but it indicates intentions 
of the three groups. Thodraftread: , , ^ ^ i ^ ^ t. u • ^ 

“As the present concessions held by the Standard Oil Co. of California on the island of Bahrein and on 
the mainland of Arabia and El Ilasa come within the restrictions of the rod -lino derparkation mentioned 
in the group agreement of July 31, 1928, without benefit to any of the present group members but resulting 
in a dc.trimen.tal effect to some of these group momhors, it is agreed, without such action ostablis^hing a prece- 
dent, that the rod lino shall bo redrawn so as to oxcludo all present concessions hold by the Standard On 
Co. of California in the above areas.” ^ ^ ^ x j i. n 

Guy Wellman received letter from II. G. Seidel, written on July 19, 1935, which stated as follows: 

* it became evident that the Shell group wore coupling the removal of the red lino horn the 
California concessions with a general agreement with the California company, the onus of which should 
bo borne by Standard- Vacuum or one of the Standard groups. At the end, when no solution seemed pos- 
sible, Fraser suggested that we accept the proposal which had been made in the beginning wtth the cond.tiion that the 
self-denying ordinance would continue to apply on these California concessions as between the Shell, Anglo- 
Fersian, and NEDC. This I accepted and they inturn were agreeableto a solution of the price formula [Italics 
added.]. 

'll Ibid. Draft of Minute No. 2, Price of Oil, was enclosed with above letter from Seidel to Wellman., 
This minute was formally approved at a group meeting on July 18, 1935, and read as follows: 

“It was resolved unanimously that the price at which the oil should he oftcred to the groups should be 
fixed by the board annually for the ensuing year at a figure which would represent as nearly as possible the 
cost as allowable for United Kingdom income tax as estimated by the management, plus 1 shjlllng per ton, 
Although approved by the groups, they did not put this pricing method Into-oporation immediately, and 
hence this remained a subject of negotiation with the French. 

42 Letter from n. G. Seidel to W. C. Tcaglc, October 30, 1935. x ^ -tn v a 

43 Cables from n. O. Seidel to W. O. Tcaglo, dated November 20, 1935, December 4, 1935, and December 6, 
1935. 
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little progress in their discussions in Now York with Standard of 
California 

Big Three forced to meet demands of French and Gulbenkian on price 
question. — By the end of 1935, the French (CFP) demands for a 
reduction in the price at which Iraq crude was sold to the groups 
could no longer be evaded. The French circulated a letter criticizing 
the groups for not putting into effect their so-called income tax price 
scheme whicli had been approved in July 1935. They insisted the 
• IPC decisions could no longer be delayed — 

* * * bee8.use negotiations with Standard Oil Co. of California have come to 

no conclusion. 

The reactions of NEDC officials wore summarized as follows: 

* * * it is our feeling that since the negotiations with Socal in America 

have not prog-essed materially, and since the proposals negotiated with the 
French and G ilbenkian groups were not acceptable, that before conceding the 
price basis as demanded by the French group, we should at least try to obtain the 
exclusion of Bihrein Island from any restrictions of the group agreement, at the 
same time securing, if possible, the continued agreement of the French and Gulbenkian 
groups to negotiate and eventually conclude an agreement with the California Company 
for the El Ilasa concession in Arabia. In view of the previous assurances given us 
by Colonel Me 'cicr and the French group,, we felt there was a reasonable chance 
for securing a s jttlement on this basis, and while this would not materially facili- 
tate an agreement with the California Co., at least it would have excluded a con- 
mderable potential production from the present restrictions, and to this end would be 
of help to the Stindard-Vacuum Co., in the protection of its eastern markets.*’’ 

Although 1 esitant to accept the price demands of the Fre:nch, Shell 
subsequently concurred. In February 1936, a resolution was unani- 
mously passed providing that the price of IPC oil to the groups should 
be fixed at a price which Would represent the estimated United King- 
dom income tax cost plus 1 shilling.^® NEDC regretted the price con- 
cession, as it was their chief bargaining point with the French and 
Gulbenkian. One NEDC official wrote: 

* * * have been Jockeyed into the position of giving up our trump card 

for securing French group and Gulbenkian agreement for any early sottlomcnt of 
the Bahrein-El Ilasa question. Although I emphasized to the French group that 
in view of the settlement of these questions we would look to them for their 
friendly assistaice in the solution of the Bahrein-El Ilasa problem, the fact re- 
mains that today’s meeting has not improved our position for negotiating this 
question. ‘‘® 

Big Three permitted to continue negotiations with Standard of Cali- 
fornia. but Ov,lbenkian blocks a group arrangement. — As partial com- 
pensation fo:- comprising on the price question, the French and 

In fact, It appeal s that the IPO groups were now trying to negotiate an agreoment for purchasing Stand 
ard of CalLfornia’s c ude rather than forming a partnership or taking over these concessions. 

The Petroleum T; mes of November 30, 1935, stated: 

“Following the abortive disappointing results of the New York conference on the question of purchase of 
Bahrein and Fasten i Saudi, Arabian crude by several of the major companies, the Bahrein Petroleum Co. 
is proceeding active y with Its plans for the construction of Its new 10,000 barrel refinery on Bahrein Is- 
land • * *” 

■ There wore also In llcations that the groups might have to purchase or shut-back Standard of California’s 
production in Bahri in (no oil had yet been discovered in Saudi Arabia) during the period of negotiation. 
H. G. Soldol wrote ' V. C. Toagle on July 10, 1934: 

“If, during the Int srval of the negotiations it will be necessary to give California company rollof, it is urged 
that the price for Bj hrcln oil bo made as low as possible since an off-take of this oil can only be secured at 
considerable relative sacrifice on the part of all the groups. Under these conditions, It may bo preferable 
to ]9ay a premium t( shut-back this production during negotiations providing this could be arranged on a 
•satisfactory basis.” 

Letter from E. IS fcrcier to Sir John Cadman, chairman of IPO, January 13, 1936. The income tax price- 
scheme has been previously described. See footnote 1 , p. 191. 

Ibid. 

■i'’ Letter from H. ( J. Seidel to W. O. Toagle, February 10, 1936. [Italic added.] 

48 Ibid. Also inln ite of group meeting held February 10, 1936. 

48 Letter from Sci< el to W. O. Toagle, op, cit. 
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Oulbenkian agreed to permit the Big Throe to .Conduct further 
negotiations with Standard of California.^ But freedom to negotiate 
was only the first stop, for the groups first had to agree among them- 
selves regarding the alterations they were willing to make in the red- 
line agreement before any effective arrangement could be worked out 
with an outside company. , ; 

By May 7, 1937, the groups reached an understanding among them- 
selves.” They agreed to depart from the rod-line agreement so that 
so.me or all of them could, under specified conditions; purchase crude 
and refined products from Standard of California wii.hout being sub- 
jected to penalties and restrictions. This proposed arrangement per- 
mitted the groups to purchase refined products. It ^appears that up 
to the end of 1935, the groups had hopes of purchasing the Bahrein 
crude but when it becamie clear that Standard of California and the 
IPC groups could not reach an understanding with respect to Bahrein 
crude. Standard of California began to plan for the construction of a 
Tofinory at Bahrein, and by. 1937 this refinery was practically com- 
pleted. Moreover, in 1936, Standard of California, sold a one-half 
interest in its Bahrein and Saudi Arabian concessions to Texas Co., 
and in return received a one-half interest in Texas Co.’s, marketing 
facilities, which extended throughout the Far East, oew company, 
the California-Tcxas Co. (Caltex) was formed to ccmduct Bahrein’s 
marketing operations. Thus, in 1937, Caltex was prepared not only 
to produce but also to refine and market.®* _ 

Under the proposed arrangement, the Big Three were Conceding 
to the French (CFP) and Gulbonkian the right to take their propor- 
’tionate share of any purchases made from Caltex. In addition, the 
French were granted permission to construct a refinery at the terminus 
of the pipeline.''* There also were collateral provisions and supple- 
mentary arrangements which were included primarily to induce the 
French and Gulbcnklan to agree to the Bahrein deal." 


»» The minutes adopted at a group mooting hold on February 10, 1030, read: ^ , 

“Regarding the Persian Gulf concessions of the Standard Oil Co. of California, Monsieru Mercier con- 
firmed that the three groups with eastern markets were free to coniinue negotiations with the Standard Oil Co. of 
California and If and when any an’angcmont were reached, the French group would use their host offices 
to remove any obstacles that were placed in the way of such an agreement by reason of the terms of the 
•existing Group Agreement; so soon as some concrete proposal was put forward the French group would be 
prepared to approach again the French Government. Mr. Gulbonkian associated his group with the 
French group in this matter.” [Italic added.] 

■‘'I H. G. Seidel wrote Guy Wellman, February 17, 1938, as follows: 

"Since the discontinuance of our talks with the California company we have, if you will recall, tried to work 
■ out a Bahrein agreement. On May 7, 19S7, we had reached agreement between all the groups essenlially. * * *. 

(Italic add"d). , ... e 

Attached as annex I to Seidel’s letter was a draft of the agreement. The main provision was as follows: 

“It is agrc.cd that the Umitaiions p7e.scribed in clause W (i) of the group agreement of July SI, ms, on indirect 
interests in production or interests in the purchase of oil produced within the defined area not be deemed 
to apply to arrangements wUh the Standard Oil Co. of California, the Texas Corporation and/or any compemy 
. or companies affiliated or associated with them and/or directly or indirectly controlled or managed by either 
or both of them (hereinafter called C-T) in respect of crttde oil or refined products not in excess of a quantity 
equivalent to the production from time to time of crude oil from the Bahrein Petroleum Co’s concession in Bahrein. 
■(Italics added.) 

os See p. 192, footnote 2. ., v., x j. • x 

• fi3 This may explain why, in May 1937, an official of Standard Oil Co. (Now Jersey) was not anxious to 
negotiate a waiver of the red line until he could see dearly what the outcome of the negotiations with the 
'Standard Oil Go. of California and the Texas Co. would be. It also gives substance to this official s under- 
standing that in 1037 the California-Toxas Co. did not expect to have any surplus of Bahrein crude, that 
they wore not interested In making a commitment as to the disposition of any crude that might bo dis- 
covered In Arabia, and that they had developed a definite plan for entering the Indian market. In those 
circumstances the Standard Oil Co, (Now Jersey) official did not think it desirable to waive the red line 
against members of IPC purchasing crude from outsiders, and suggexted that the IPO groups should try 
to eliminate Bahrein from the red lino and then ofier Standard of California and the Texas Co. a sh^e m 
IPC in return for their Saudi Arabian interests. Apparently the Standard Oil Co. (New Jersey) oificial 
believed that there was still a chance to obtain something more than the right to purchase crude and products 
from Bahrein. Prom Standard Oil Co. (New Jersey) executive committee moraoranda, May 14, 1937. 

84 Cable from H. G. Seidel to W. C. Teagle, May 7, 1937. Also letter of July 27, 1937, from L. Lefroy to 
H. G. Seidel with enclosure, and letter from H. G. Seidel to E. F. Johnson, September 1, 1937. 

85 Ibid., and letter from n. G, Soidol to Guy Wellman, February 17, 1938. 
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However, on July 18, 1937, Gulbcnkian notified the groups that in 
order to ma]:e the Bahrein agreement acceptable an additional para- 
graph would have to be added. This paragraph would, in effect, 
state specifically that he was to be offered the same terms and condi- 
tions as were offered the French; that if any arrangements were made 
between the French group and any of the other major groups arising 
out of the proposed agreement about Bahrein oil, Gulbenkian should 
be offered a share in such arrangements that bore the same ratio tO’ 
the share of the French in these arrangements as that of their respec- 
tive proportions in IPC.®® This reservation was not acceptable to 
any of tbe groups. The French contended it did not refer equally to 
all the groups and that it tended to restrict the free trading by any 
group of its share of oil once the oil had -been delivered. The other 
groups considered the clause wrong in principle as it would give 
Gulbcnkian r right in connection with Bahrein oil that he did not 
possess with respect to Iraq oil.” Negotiations thiis became dead- 
locked and, altbough all the groups, including the French, tried tO’ 
work out a satisfactory compromise with Gulbenkian, their efforts 
were of no avail.® Early in i938 one official wrote: 

We have been working for some time for a solution of the difficulty presented 
by Caltex in B ihrcin and Arabia, and whenever a solution seems possible some- 
thing has always been injected by one party or another preventing a settlement 
of this problcrn .5“ 

The agency agreement . — As negotiations dragged on, the Big Three 
became incrcsasingly impatient. In February 1938, Shell suggested 
that if an agieomont wore not reached the chairman of IPG should ap- 
point each of the four major groups in IPC as agent to purchase- 
Bahrein crude or reiined products on behalf of the company. ““ Under 
Shell’s proposal, which was called the agency agreement, Gulbcnkian 
would not have boon an agent. Since the purchases made by each 
agent would, so Shell contended, not be subject to the liniitations of 
the red-lino agroomont, Gulbenkian would have been deprived of his 
share of any purchases made by the major groups. Gulbenkian im- 
mediately caaled his ropresontativc on the IPC board that: 

No intimidal .ion or clever legal scheme will persuade me unless tested by court 
that I PC can he used by majority to support their price control prevention of competi- 
tion and monopolistic schemes of groups solely for their own benefit to detriment 
company and minority. 

The groups were now faced with a dilemma. One official stated: 

* * * th(! situation has developed into a most complex problem allowing 

one of two altomatices, namely, to test the interpretation in court or try to effect 
a compromise covering at least the present situation.® 

He also st^^ted: 

* * * to test our rights as wc interpret them in the court implies a dis- 

closure of the 1928 agreement and may open a series of disclosures which, in our 
business interests, we might wish to avoid.®^ 

66 Letter from 11. 1. Seidel to Quy Wellman, February 17, 1938; minuter of group meeting, October 20, 

1937. Similarly rcc procal terms wore to bo offered the French where special arrangements wore made ' 
between Gulbcnkian and the major groups. 

S’ Letter from R. J . Brown, secretary of IPO, to the groups of IPC, November 8, 1937. 

s8 Letter from II. G. ^idcl to Guy Wellman, February 17, 1938. 

so Letter from II. G. Seidel to Guy Wellman, February 17, 1938. 

60 Ibid., and anne? II. 

61 From telegram irom C. S. Gulbenkian to Niibar Gulbcnkian road at IPC meeting February 17, 1938. 

[Italic added.] 

62 Letter from H. G. Seidel to Guy Wellman, Febmary 25, 1938. 

63 Ibid. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

THE INTERNATIONAL PETROLEUM CARTEL 81 


Some wore of tlio opinion that a satisfactory settlement could be 
had only after a court definition of certain sections of the red-lino 
agreement. While all the groups clearly understood that under the 
rod-line agreement purchases of crude oil produced within the red- 
line area would have to bo made through the IPC, there was a ques- 
tion as to whether this restriction also applied to refined products 
derived from the crude produced within the arca.'*^ IPO lawyers 
and other counsel retained by the company could not agree on their 
interpretation of the agreement.®® 

After prolonged discussions the groups decided to compromise 
rather than risk court action. By May 1938 the groups had, in 
principle, reached an agreement whereby all parties to the red-lino 
agreement, including Gulbcnkian, could act as agents for IPC and 
receive their basic proportions of any ci'udc oil and products purchased 
in the red-line area, which, of course, included Bahrein.®® In July 
1938, although no agreement had yet been signed, an expert was 
appointed, to determine the price of Bahrein crude or products that 
the French (CFP) migh.t be eventually required to take from Gul- 
benkian.®'' The prices applicable to doliverios made in 1939 for 
Bahrein crude and refined products were dotermihod by the expert 
and communicated to the groups on Soptoinber 14, 1938.®* It is not 
known if 'the groups made many purchases of Bahrein crude or prod- 
ucts in 1939. It appears however, that they did purchase some resid- 
uum — the residual oil left after the distillation of crude petroleum^ ■ 
for in May 1939 Gulbenkian wrote to CFP regarding the expert’s 
price that — 

* * * he should make an award as to the price payable to us by yourselves 

for the residuum produced by the Bahrein Co. and purchased by the groups for 
delivery in 1939 * * 

It is also noteworthy that in September 1939, the export fixed a full 
schedule of prices for Bahrein crude and products applicable to de- 
liveries in 1940.™ Even as early as November 1938 one official 
wrote: 

It is * * * the understanding between the groups that the agreement is 

operative, although it had not yet been signed.^' 


«* The question apparently was first raised in 1935 when M. ricsso wrote Stuart Morgan that it might bo 
to NEDC’s “advantagofor any concessions whore the outlet is east of Suez to into the hands oi Standai d 
Oil Co. of California or others rather than they should bo obtained by the IPC. Such advice was piodi- 
cated upon the assumption that the groups would bo fi-co to purchase from Standard of Cahiornia, or others 
who obtained concessions within tho lod-line area, the refined products derived from the crime oil produced 
within tlio area, without bi'ing subject to tho rostrictlve provisions of tho rcd-llnc £Mii*wmcnt. Letter from 
Montague Plcsse to Stuart Morgan, Pebruary 26, 1935; also momorandum prepared by Montague Piesso, 
February 28, 1935, on clause 10 of tho group agreement attached to letter to Guy Wellman, dated February 
28 1935 

85 Letter from H. G. Seidel to Guy Wellman, February 25, 1938; also letter from M. Piesso to H. G. Seidel, 

The pCTtinent phrase was in clause 10 which stated that the groups will not ‘** * * be interested di- 

rectly or in directly in tho production, of oil within, the defined area or in the purchase of any such oil otherwise 
than throuQh the Turkish Company. * * *” [italic added]. The legal issue was whether a partiw^ 

IPC could purchase Bahrein crude or refined products other than, through IPO. Some lawyers thought 
clause 10 did not apply to the purchase of refined products derived from crude produced in the rcd-line area; 
others believed it did, . ^ . .. _ ,, 

68 Letter from R W. Sellers, Socony-Vacuum roproscntotivo on IPC, to Stuart Morgan, May 27, 1938, 
also letter from R. doMontaiguc of OFP to J. II. MacDonald, June 29, 1938. 

67 Lcttoi- from J. Metiy to Near East Devolopincnt Corp., July 22, 1038. 

68 Letter from J. Mony of CFP to J. Tf. MacDonald, October 26, 1938.^ , 

89 Letter from Participations and Estates (Gulbenkian interest) to tho Compagnlc Franeaisc dcs Petroles, 

^?o^L?ttcr from J. II. MacDonald to CFP, September 14, 1939, and letter from C, S. Gulbcnkjan to CFP, 
September 18, 1939. It should bo noted that tho arrangements between the groups .for h^diing Oul- 
benkian’s share of Bahrein crude and products were similar to the existing arrangements which were in 
effect with respect to Iraq crude, i. o., CFP purchased Gulbcnkian's share Of^lbenkian so desired) at 
tho export’s price; then tho other major groups (Shell, Anglo-Porsian, and NEDC) took ono-fourth of the 
oil purchased by CFP, and reimbursed C PP for coats incurred. 

Letter from Montague PLcssc to Stuart Morgan, November 11, 1938, 
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Thus, it appears that, temporarily at least, the agency agreement 
permitting tie groups in IPC to purchase or ofF-take Bahrein crude 
and its procmcts was placed in operation o\^en though the formal 
documents were not signedd^ 

Big Three continue to seek a better deal with Caltex, but war ends 
negotiations.-— Even though the agency agreement was approved in 
principle anci appears to have been operative for a time, it was never 
officially signed and was continually changed until the war ended 
negotiations late in 1939. Moreover, the agency agreement was far 
short of whft the major groups desired in the way of a partnership 


arrangement! 


the groups in 
partnership ag| 


uraq. Petroleum Co. unanimously decided to try and negotiate a 
_rocment with the California company or Caltex covering conces- 
sions remaining in Ibn Baud's territory and the neutral zone in Arabia.'® 

A similar statement indicating the intentions of the groups was 
■ ■ April 1939. 


reiterated in 

All the groij 
should he made 
and retain defii^ 
of the Arabian 
for joint accourit. 


ips ; 1= * * -were of the opinion that in principle an attempt 

to work out a deal with Caltex whereby each company would set aside 
tely explored areas or a mutually agreed to area and treat the balance 
Ceninsula, including neutral zones, as areas to be pooled and operated 


tb 


to 


arrangemcntj 
could come 
Summary 

1932 and itsj 

1933 arouse4 
IPC— Anglo 
because Bahb 
extensive oil 
that was noil 
be a threat 
because they- 
Arabia would 
East, thereby 
arrangement!! 
companies cai 
with the othe 
permit them 
in the disposilt: 
the Big Thr 
factorv arra: 


72 The agency ag^i 
different agrcemein 
execute and formalij 
that to a draft of thq 
a label upon which 
never was executed 
above-noted statonh 
acts of the partners 
78 Letter from 11. 

Letter from n, 

■ 75 A letter from H] 
question of cooperal[ii 
“The reluctance 
cussion. Their dccif 
partners with them 
off-take of products 
They feel that comb i 
weaken their rclati^ 


with Caltex. In March 1939- 


But the French (CEP) would not accept such a broad paTtnership 
and the war terminated negotiations before the groups 
an understanding among themselves and with Caltex.'^® 
-Standard of California’s discovery of oil in Bahrein in 
acquisition of a largo oil concession in Saudi Arabia in 
considerable dismay among the three major groups in 
Persian, Shell, and NEDC. Anglo-Persian was alarmed 
ein and Saudi Arabia were adjacent to Anglo-Persian’s 
interests in Iran. Any production inside the red lino 
controlled by IPC was considered by Anglo-Persian to 
its Iranian interests. Shell and NEDC were concerned 
feared that “uncontrolled” oil from Bahrein or Saudi 
force its way into the markets of Europe and the Far 
unstabilizing prices and upsetting existing marketing 
For a period of almost 7 years (1932-39) those three 
rried on negotiations, cither individually or collectively, 
r groups in IPC, trying to worlc out a plan which would 
either to share in the concessions or to have some voice 
ion of the oil. But, in spite of the extended negotiations, 
were unable during this period to work out a satis- 
Agoment either with the other groups in IPC or with 


'ec 


ccmoTit permitting the groups to purchase Bahrein oil or rcd-llne oil was 1 of 18 
tls— white-paper agreements, they were called— which the groups wore attempting to 
■?e when war broke out in 1939 and suspended all discussions. It is interesting to note 
agency agreement which was printed in 1945, Standard Oil Co. (New Jersey) attached 
was typed the following- “This draft agreement sometimes called white paper No. 9, 
and never became effective.” It is dlfTlcult to reconcile this assertion either with the 
mts made by Standard’s ropresontativo and by some of the otlier groups or with the 
n selecting an expert to fix the prices. 
f>. Seidel to W. S. Farish. March 17, 1939. 

I. Seidel to Stuart Morgan, April 13, 1939. [Italic added.] 

, G. Seidel to W, S. Farish, April 19, 1939, described the position of the French on the 
ion through partnership an’ai^ements with Caltex in Arabia as follows: 
f the French group to accept our suggestions * * * was confirmed at our latest dis- 
sion possibly reflects a suspicion on their part toward the major oil companies who are 
in the IPC, which had previously been noted in the discussions with reference to the 
Tom Bahrein and El Hasa and in onr efforts to exclude Bahrein from the red-line area, 
tning over such a largo area with two additional major co mpanies would proportionately 
e position in these areas.” 
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Standard of California. Their failure can be attributed in a large 
part to the red lino agreement, which prevented them from dealing 
directly with vStandard Oil of California. 

In 1932 and 1933, when Anglo-Persian was desirous of obtaining 
concessions in both Bahrein and Saudi Arabia as countermeasures 
against Standard of California, the red-lino agreement prevented 
Anglo-Persian from acting independently. Hence Standard of Cali- 
fornia obtained a large concession in Saudi Arabia and later extended 
its concession area in Bahrein. With Standard Oil of California now 
in possession of important concessions within the red-line area, 
the Big Throe in 1934 sought to alter the red-line agreement in such 
a way as to eliminate Bahrein and a largo part of Saudi Arabia. This 
would have given the Big Three a free hand to negotiate with Stand- 
ard of California. However, the French and Gulbenkian regarded 
the rod-line agreement as their legal safeguard in IPC and did not 
wish tb see such a largo area eliminated from red-line territory 
without receiving satisfactory compensation. The proposed altera- 
tion of the red lino would have deprived the French and Gulbenkian 
of the opportunity to obtain their proportionate share of any oil taken 
from the excluded area. Unless granted aii acceptable quid pro quo, 
they were unwilling to accept such a proposal. The quid pro quo 
which they sought was a lower price for Iraq crude. The Big Throe, 
however, wanted a high price, fearing that the French would use a low 
price as a club to reduce product prices in France, where the Big 
Three were important marketers. In February 1936, they agreed to 
lower the price of Iraq crude, while the French and also Gulbenkian 
consented to permit the Big Throe to continue further negotiations 
with Standard of California. 

At the same time that the Big Thi'ce wore trying to come to an 
agreement with the French on the price question, they wore also 
conducting negotiations with Standard of California. Those negoti- 
ations appear to have boon initially unsuccessful. 

Following the compromise on the price question, the Big Three 
tried to reach an agreement which would permit them to purchase 
Bahrein’s oil without sharing their purchases with the other groups in 
IPC. The French and Gulbenkian demanded their proportionate 
share of any purchases. To further complicate matters, the groups 
could not agree among themselves on whether the rod-line agree- 
ment applied to prodxxcts refined from crude jxroducod in two red- 
line areas. Hence by the end of 1937 negotiations were deadlocked, 

Also, Standard of Now Jersey was not anxious to negotiate a waiver 
of the rod line until it could see more clearly what the outcome 
would be. Standard of California had a rofinoiy almost completed 
at Bahrein ; it had purchased a one-half interest in the marketing facili- 
ties of Texas Co. east of Suez (for which Texas received a one-half 
interest in the Bahrein and Saudi Arabian concession); and Jersey 
Standard understood that the now Calif ornia-Texas Co. had plans for 
entering the Indian market. 

In 1938, Shell suggested that IPC appoint all groups as agents, 
except Gulbenkian, with power to purchase Bahrein crude and 
prodxxcts on behalf of IPC. Gulbenkian, however, vigoroxisly objected 
and threatened a test of the matter in coui't, which, to the embarrass- 
ment of the groups, would have disclosed the red-line agreement. 
Rather than risk a court tost, the gi’oups agreed in May 1938 to make 
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all parties, ir eluding Gulbenkian, agents of IPG, thereby permitting 
all groups to receive their basic proportions of oil purchased from 
Bahrein. Ary group was free to make purchases providing all other 
groups were notified. Apparently this agreement, called the agency 
agreement, was in effect during 1938 and 1939, although no form.al 
documents were sig;ned. The agency agreement, however, was far 
short of what the Big Three wanted, and they were in the process of 
working out f . new arrangement when World War II ended discussions 
late in 1939. Thus, in the end, the red-line agreement, which was 
adopted for die purpose of limiting competition among the groups 
in IPG, backfired when the groups wanted to forestall competition 
by a nonmcriber. 

ADDITIONAL IPC CONCESSIONS 

The failure, of IPC to secure concessions in Bahrein and Saudi 
Arabia should not obscure the fact tliat elsewhere in the Middle East 
the company was successful in closing the open door to outsiders. 

The principai competitors for concessions wore British Oil Develop- 
ment Co., Ltd., and Standard Oil Co. of California. When these 
companies became interested in concessions in Iraq and other Middle 
East countries, IPC sought to exclude thorn by the simple device of 
buying up ccnccssions within the red-lino area. So successful were 
its efforts that by the end of 1944 IPC was operating in over 467,055 
square miles if territory in various parts of the area. The company 
had oxtendoc its operations by exploration permits and concession 
agreements o rer an area larger in size than the States of Texas, Okla- 
homa, Arkansas, and Louisiana combined.'^® In addition, IPC at- 
tempted, though without success, to extend further its area of control 
by seeking concessions or exploration permits in Turkey and in the 
neutral zones of Kuwait and Saudi Arabia. 

The operations carried on by IPC are conducted through a series 
of subsidiary and affiliated cornpanics, which are named on chart 20. 

This section lescribes the scope of IPC operations, both within and 
outside Iraq, in its own nam.e and through its various subsidiary and 
affiliated companies. 

Within Iraq 
Iraq Petroli 
and an open 
first concessid 
area of 192 si 
the original c 
concession ov 
a small area I 
This is the 01 
controlled by 
It is from, t 
its oil. The ] 
of pipelines tc 

Brief Historical < 

The Anglo-Iranii 
territory was, for soi 
settled, the territory; 
potamia, now Iraq. : 

Lory which was grani 
.it was transferred fro 
group, January 18, 1', 
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mm Co., Ltd . — This is both the parent holding com_pany 
iting company. As has been noti'.d, IPC secured its 
n in Iraq in 1925, which was originally limited to a total 
juarc mules (24 plots of 8 square miles each). In 1931, 
onccssion was revised, and IPC was given an exclusive 
or the whole area in Iraq east of the Tigris Kiver except 
eld by the Anglo-Iranian Oil Co. on the Iranian border. 
ily concession winch IPC holds directly. All others are 
subsidiary and affiliated companies, 
he area cast of the Tigris that IPC has obtained m.ost of 
lirkuk field is located here and is connected by a system 
the Mediterranean, with term.inals at Tripoli and Haifa. 

Dntiine of Oil Dovolopmonts to Date, op. cit. 

m Oil Co. holds the concession over a small area in Iraq which borders on Iran. This 
10 time, in dispute between Turkey and Persia: but, wbon the boundary was finally 
formerly claimed by Persia was transferred to Turkey, which had control over Mo^q- 
In view of claims by a subsidiary of Anglo-Iranian Oil Co., Ltd., to the Persian terri- 
cd to D’Arcy in 1901, this company retained its concession rights to the territory whrn 
n Persia to Iraq. (Memorandum from Guy Wellman to the members of the American 
loQ uhav fi-Ain Walter C. Tcasle to Quv Wellman. November 6, 1924.) 
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Mosul Petroleum Go., Ltd.-hi addition to 
Tigris River, the IPC group, through an affiliate, Mosul Petroleum 
Co., Ltd., holds a concession over all of the • 

Tigris River and north of the thirty-third parallel of Jftitude. ihis 
colcession dates from April 20, 1932, when the British Oil f 
ment Co., Ltd. (BOD), obtained a 75-year lease of these la,nds. 

BOD was first formed by British and t oo^ loSo^ 

included some Germ.an and Swiss capital. On November 23; 1932, 
control of BOD passed to Mosul Oil Fields, Ltd , a corporation set 
up by Italian, British,^ and German interests for the purpose of 

*^*^IPCrLd^long been disturbed because this 

on mitqirlpr On October 14, 1938, IPO formed Mosul Holdings, 

Ltd., to acquire the shares of Mosul Oil ^i^l^^^f^^rpn^i^ngodThe 
tically all the shares had been acquired. 

name of Mosul Holdings, Ltd., to Mosul Petroleum Co , Ltd me 
aTer S Xolly oivnedly the owners of IPC, and now holds the od 
concision for all the territory west of the Tigris River formerly held 
bv BOD In 1944, BOD and Mosul Oil Fields were dissolved. 

^Before the discovery of the Kirkuk fields, the concession held by 
Mosul Petroleum Co., Ltd., was considered one Jf^^^ve 

oil prospecting areas in Iraq Although more than wells have 
been drilled and a considerable amount of oil has been 
throfi is so heavy and sulfurous that its commercial possibilities are 
questffiiable. T^re is one field which produces a crude comparable 
to Kirkuk crude; but, as of 1950, this area has not 
developed to produce oil in commercial quantities. f® 

serves of the whole concession have been estimated by the same 
official sources mentioned above at 5 billion barrels. _ 

Basrah Petroleum Co., Ltd. — On July 29, 1938, another 
Basrah Petroleum Co., lAd., obtained a concession over the last re 
maining free portion of Iraq; namely, the Basrah area which bes ^t 
srhid of the Pereian G„H. Thia co„« B ^ 75 yo^ and 
covers all the lands in Iraq not alre^y granted to IPC, xVLosul ic 

trnleiim Co Ltd., or Anglo-Iraniau Oil Co. (AiUUj. 

The Basrah area is considered to be particularly attractive because 
of its proximity to the productive Burghan field m ^ 

World War II, several productive wells have b®en com 

pleted- for by early 1951 a 72-mile 12-mch pipeline had been con 
structed from Zubair, the oil-producing center, to Fao, ^ ®blPP™§ 

point on the Persian Gulf. '' The ultimate potential of tho^Basrah 

area has boon unofficially estimated to bo 20 billion bar 

*^^Oi^ide of Iraq proper, but still within the red-line area, tb® IPC 
groups hold many concessions and exploration permits bald- 
ing company, Petroleum Concessions, Ltd., which bv 

October 1935. This company and its subsidiaries were oiganized y 
IPO to operate in the roilino area outaide of Iraq boemo of 
fact that IPC had on its board of directors a representative of the 

« Notes on Iraq. Petroleum Co,, Ltd., and Affliiatod Companies, op, cit.; and Briefnistorical Outline ot 
Oil ■Developments to Date, op. cit. 

*’ Site on Iraq Petroleum Co , Ltd., and AfflliAM “and World Oil, April 1961, p. 264. 

81 Minut&s of Group Meeting, Jarmary 12, 1950 (FilfS SON J, pan d unanuYvo 

82 Brief Historical Outline of Oil Developments to Date. op. oit. 

23541—62 
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Iraq Government, and it was considered inadvisable for a member of 
lat Government to participate in the negotiations and decisions 
concerning Middle East countries over which Iraq has no jiirisdic- 
\ of red-line agreement wore made 

applicable <o the operations of Petroleum Concessions, Ltd and its 
subsidiaries , - nuu n* 

In 1944, the total area held outside of Iraq for exploration by 
concessions. Ltd., and its subsidiaries was more than 
186,000 square miles. The numerous concession rights and explora- 
tion permits thus hold m the various countries of the Middle East are 
discussed below. 

Petroleum Concessions, Ltd . — Although this company is primarily a 
holding company, it nevertheless holds directly an exploration permit 

"^den Protectorate, which is an area lying 
m the southern part of Saudi Arabia adjacent to the Gulf of Aden 
I his explora tion permit was first grafted on November 19, 1938, and 
has been extended on five occasions, each for a period of 2 .years 
beginning m January 12, 1940.®^ By April 1940, aerial and geoWicaf 
surveys of some 100,000 square miles of the area had been completed 
but no oil hud been discovered. As of 1950, official sources had not 
indicated any discoveries of oil in the area. 

Petroleum Development (Qatar), Lid.— This company is a subsidiary 

nfl n° t 75-year concession over 

all of Qatar ^about 4,100 square miles, or 2,600,000 acres). 

Interest by IPG groups in Qatar dates from September 1932, when 
Anglo-Persian obtained an exclusive license for a 2-yoar goolomcal 
examination of the^ Qatar Peninsula, largely as a preclusive measure 

n m f^^nds of Standard Oil Co. of 

aliiornia Phis independent act by Anglo-Persian was a violation 
of the seJf-acnying clause of the red-line agreement. Ilowevcr 
since Anglo-Persian had acted in the interest of IPG and without any 
intent of pei-sonal benefit, the groups agreed that Anglo-Persian 
should not bo penalized and that the Qatar license should remain in 
Anglo-1 ersian’s name as the nominee of IPG. 

In 1933, when a geological survey showed Qatar to have favorable 

^^Slo-Persian to msgotiate a concession 
with the Sheikh of Qatar.^ On May 17, 1935, the company was granted 

Petroleum , Development 
(^atai), Ltd., which took over the concession from Anglo-Persian on 
February 5, 1937, in accordance with the provisions of the reffi 
line agreement. Drilling began in October 1938, and a year later 
considerable quantities of oil were discovered. The first well came in 
with a showing of 2,500 barrels daily, and by 1940, after further 
preduction tests, its estimated flow was about 4,000 barrels of 34° 
ABi cmde per day. Operations at Qatar wore disrupted with the 
war. Drillini- stopped and all wells wore plugged as a defensive 
measure. Af .er the war, development was pushed rapidly, additional 
wells were drilled, and a 51 -mile pipeline was completed to the east 
coast of th e p eninsula.*^ By 1950, Qatar was producing an average 

»» Notes on Iraq Po iroloum Oo., Ltd and afflliatod compa,nie,s, on. cit. 

9’* Arabian- American Oil Co, 2d edition 1848 and Iran 

“ Notes on Iraq I’o -roleum Co,, Ltd., and Aflili.ated Companie,s, op. cit, 
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-of 33 800 barrels of crude per day.*® The ultimate reserves of ^Qatar 
hav-e been tentatively estimated by an IPC group to bo 3 billion 
barrels, which is considerably in excess of published estimates ot 

proven reserves.®^ ^ ^ -r, ^ mi- x, • r r 

Petroleum Development (Western Arabia), Ltd. Ihis subsidiary of 

Petroleum Concessions, Ltd., was formed in 1936 to take over a 60-year 
'ConcGSsion in an. area of about 55,000 square miles oxtOTcling along 
the western coastal area of Saudi Arabia from Yemen to Transjordan. 
After a geological examination, it was decided that the area had 
practically no oil-bearing possibilities, and in March 1941, the con- 
cession was surrendered.*® ^ • 1 . ■ 

Other Middle East areas.— IVC also holds oil rights in other Middle 
East areas, which thus far have proved to bo unproductive. 

Through Petroleum Development (Triicial Coast), Ltd., it holds 
concessions and exploration permits covering sevoraL of the small 
sheikdoms along the Trucial Coast, including Umm-al-Quwam, Dubi, 
Shariar, Kas al Khaimah, Abu Dhabi, and Ajman. All of these 
sheikdoms lie along the Persian Gulf and boMcr on Saudi Arabia. 
In September 1936, IPC formed Petroleum Development (Trucial 
Coast), Ltd., a subsidiary of Petroleum Concessions, Ltd. to hold 
these various concessions and permits.*® As of 1950 no oil had been 
discovered in any of the Trucial Coast sheikdoms. 

Another subsidiary of Petroleum Concessions, Ltd., I otroloum 
Development (Oman and Dhofar), Ltd., was incorporated m 1937 
for the purpose of conducting operations in leased areas of Oman 
and Dhofar, which had been obtained on Juno 24, 1937, by amoe- 
ments between the Sultanate of Muscat and Oman and Petroleum 
■Concessions, Ltd.®® As of 1950, no crude oil had boon discovered m 
Oman or Dhofar, and IPC has considered abandoning these areas. 

In February 1938, Syria Petroleum Co., Ltd., also a subsidiary ol 
Petroleum Concessions, Ltd., was awarded a 75-yoar concession over 
about 60,000 square, miles of Syrian territory. This grant was 
ratified by the Syrian High Commissioner on March 25, 1940, 


86 World Pcbi-olcum, January 1951, p. 481. ^ ^ 

B'BricrnfetoricalOntlinoorOilDcvolopmcnts to patc.op cit p 91. 

Proven reserves in 1949 were estimated at 500 million barrels (DoGolyer and MacNaughton, op. cit.), 

As noted heretofore. Anglo-lraniah and American groups wore not always In agrooment in regard to Qatar 
developments The American group desired more oil in the Persian Gulf in order to supply Standard- 
Vacuum with crude for its far-eastern markets, but Anglo-Iranian was not enthusiastic about pushing Qatar, 
as it feared more oil in the Persian Gulf would aftect adversely its interests in Iran and Kuwait. 

BS Notes on Iraq Petroleum Co,, Ltd., and AiTiUatcd Companies, op, elt. Iraq. Petroleum Co., l,td.,ana 

on^onSSOTts'TOverlnfft .sheikdoms ol Dubar and Sarjali wore obtained in September 1937; the 
Kalbah concosslnn covering an area of (100 square milc.s was secured in 1038; and In January 1039, a concession 
over the sheikdom of Abu Dhabi wa.s granted. All three ol these concessions were, to run for a period of 75 years. 
An exploration permit covering approximately 700 square miles ol the sheikdom of Eas al Khaimah was 
eranted to Petroleum Development (Trucial Coast), Ltd.-, in December 1938. Similar permits covering an 
area of 100 square miles ol Ajaman and tlio outiro sheikdom of Umm-al-Quwain were obtained m March 
1939 and March 1046, respectively. These permits wore roucwahle and required only nominal royalty 
payments (.f<rote:S! on Iraq Petroleum Co., Ltd., and Afllliatcd Companies, op. cit., and Iraq Petroleum Co., 

Ltd., and .Associated Companies, op. cit.). . . , , , ^ , 

66 These agreements provided lor an option poiiod during which the company could at any time take a 
concession over the leased areas. On May 14, 1044, the company, Petroleum Development (Oman and 
Dhofar) Ltd exercised Its rights under the option and acquired a concession over the areas. This con- 
eession like niany otlicrs liold hy IPO, is lor 75 years and gives the company the exclusive right to search 
for o.xploro drill, produce, refine, sell, and export any crude petroleum found in the areas (Notes on Iraq 
Petroleum bo Ltd , and Aihliatcd Companies, op, cit., and Iraq Potroloum Co., Ltd., op. cit., andminules 
of group meeting May 6, 1949, and June 9, 1949, and July 13, 1050) . 

•1 The concession was to apply to all of Syria north of the parallel pas.sing through D.nraascus, except the 
territory of the Sandjak of Alexandretta. Two-thirds of tlie initial area was to he surrendered within 25 
years— one-third at the end of the, third year and one-third at the end of the twenty-fifth year (Notes on 
Iraq Petroleum Co., Ltd., end AlTiliated Companies, op. cit.; and Iraq Petroleum Co., Ltd., Collootlon 
ol Conventions, Agreements, Documents, etc., op. cit.). 
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Before WoiM War IL a number of shallow wells and a few deep 
test wells were drilled in Syria, but all were nonproducers. During: 
the war all drilling and geological work was suspended. In 1943 a 
moratoriuni. agreement was signed by the company and the Syrian 
Orovernment. It relieved the company of all obligations under the 
concession agreement, except annual rental payments, until 2 years 
after the signing of an armistice between Great Britain and Ger- 
many.”'’ 

Petroleum Development (Cyprus), Ltd., another subsidiary of 
Petroleum (concessions, Ltd., obtained, in April 1938, a 2-yoar explo- 
ration permit applicable to about 20,000 square miles of the island of 
tcyprus. 1 he permit was renewable every year and was continued 
until 1948. But when geological surveys and field work indicated 
that oil possibilities wore remote, the company announced, in De- 
cember 1948, its intention to abandon operations in (Cyprus and not 
to seek a fui-ther renewal of its exploration permit.”® 

Petroleuni Development (Palestine), Ltd., also a subsidiary of 
Petroleum (concessions, Ltd., held at the close of 1950 some 29 
prospecting Bcenses applicable to more than 5,000 square miles of 
territory in Palestine.”'' The company ceased all activity in this area 
curing the w ar because of the impossibility of performance, but opera- 
tions were subsequently resumed. The company started drilling a 
wst well ne-ir Gaza sometime in 1947. Drilling was suspended in 
February 1948, when political disturbances made it difficult and 
dangerous to carry on. Apparently the licenses are still in effect 

It took I] C several years to get a foothold in Transjordan. In 
February 1938, IPG formed Petroleum Development (Transjordan) 
Ltd., a subsidiary of Petroleum Concessions, Ltd., to apply for pros- 
pecting licenses in Transjordan. Thirty-seven licenses were applied 
for but none, was granted. In May 1947, the company obtained a 
75-ycar coiKession. in Transjordan. Although some geological and 
geophysical work have been performed there, no wells have been 
drilled. Transjordan is apparently not a promising oil-producing 
area, for in 1949 IPG considered abandoning its concession But bv 
early 1950 no final action had been taken.”® 

IPG also obtained an oil exploration permit from the Lebanese 
Bepublic m March 1938, covering an area of five contiguous squares 
wh(^e sides were 10 kilometers long. The permit was originally held 
by Petroleum Concessions (Syria and Lebanon), Ltd., a subsidiary of 
Petroleum (concessions, Ltd. Some drilling was done in Lebanon in 
1948, but wiiihout results, and the general manager of IPG indicated 
that he wou ld recommend abandonment of the area.”® 

M Notea on Ir^ letrolomn Oo., Ltd., and Affiliated Companies, op, cit. 

“ Ibid., and IPG Gonvcntlons, Collections, etc., op. cit. 

.. wore dated February 24, lfl39, and 18 were dated July 21, 1939. 

•• Ibi?° ™ ^ Afflliates, op. cit., and IPO Conventions, Collections, etc., op. cit. 

Minutes of grou p meeting, June 9, 1949. 

chan®gcd“o^Tmns?o?lan Development (Transjordan), Ltd., was 

-s suspended during the war. In 1948, the permit was renewed for a period of 

TiSinnl opc.ations wore resumed after the war, the name of Petroleum Concessions (Syria and 
Lebanon), Ltd., wss changed to Lebanon Petroleum Co., Ltd. (Iraq Petroleum Co., Ltd Associated 
'Companies, op. elt., and mmutes of group meeting, October 21, 1948) 
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Miscellaneous subsidiaries and affiliates. — In addition to holding 
concessions and oil exploration permits, IPC has formed simsidiarms 
to conduct air transportation (Iraq Petroleum Transport Oo., Litd., 
and Transports du Proche Orient) ; to administer a pension program 
(Iraq Petroleum Pensions, Ltd.); and to manufacture asphalt m byria 
(Sociote Industrielle des Asphaltes et Petioles de Lattique).^ 

SOME OPERATING POLICIES, PROBLEMS AND RESULTS 

' As IPC extended its area of operations inside and outside Iraq it 
was confronted with a variety of quasi-political and financial prob- 
lems, particularly problems with the Iraq Government The way 
these problems were resolved, the operating policies established, and 
the results stemming therefrom give historical perspective and insight 
into the internal operations of IPC. They also reveal something about 
the underlying philosophy which guided IPC, the first joint venture 
in the international oil business. 

Bemsion of the Anglo-Iranian royalty. — When, the American group 
secured its 23.75 percent interest in IPC, the D’Arcy or Anglo-Persian 
group (later Anglo-Iranian) relinquished onc-half of its share interest 
in IPC (TPC at that time) and in return was granted 10 percent over- 
riding royalty on all crude obtained from the 24 plots of 8 square miles 
. each which TPC could select under the Iraq concession agreement of 
March 14, 1925.^ In other words, D’Arey was entitled to 10 percent 
of the oil found in these areas, free of cost at the gathering stations m 
the field, and would have to pay only the cost of handling and trans- 
portation to seaboard. • -i • 

As previously noted, the Iraq concession of 1925 was revised in 
March 1931, and IPC was granted a blanket concession over 32,000) 
square miles of territory east of the Tigris River.^ There then arose 
the question whether Anglo-Persian ’s 10 percent royalty should con- 
tinue to apply to only the 24 plots or should be extended to the entire 
area covered by the revised agreement. The royalty question also 
arose in connection with IPC’s interest in other concessions within 
the red-line area. After lengthy negotiations the groups arrived 
at a compromise settlement in November 1934, which stipulated that 
D’Arcy would be entitled to a 7.5-percent royalty on such oil as was 
produced from the 32,000 square miles covered by the revised Iraq 
concession of March 24, 1931, the oil to bo delivered free of cost at 
the field, with IPC paying the royalty due the. Iraq Government.^ 

Tax maffers.- -Taxes were an early and continuing problem to the 
groups in IPC. As ha.s been previously noted, tax considerations in- 
fluenced the groups’ decision to give each owner his proportionate 
share of the crude produced rather than to operate IPC primarily for 
profit.® Since IPC was a British-chartered company, the British 
groups would not have been subject to double taxation. The non- 
British groups, however, did not relish the idea of having the earnings 
of iPC taxed once by the British Government and again by their own 
governments. As a result, the non-British groups spent considerable 

1 Notes on IPC Co. Ltd., and Affiliafied Companios, op. cit., and Corporate Chart of Group's Intcr&st; in 
the Middle East. 

- 2 See p. 65. 

1 Lettei frim Sir William Fraser to H. G. Seidel, November 13, 1934. Also Notes on Iraq Petroleum 
Co., Ltd. and Affiliated Companies, op. cit. 

I Seep. 61- 
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gating various plans for minimizing tax payments. The 
C would obviously have to bo held to aMominal figure if 
on its operations were to be avoided. Eventually, in 
, IPC obtained the consent of the British Board of Inland 
sell IPC crude to the groups at loss than market prices 
uhmg the risk of increasing its income-tax liability.® There 
^ -d an agreement by IPC to price crude to the groups at a 
nt. to cover British income tax cost plus 1 shilling profit, 
income tax-cost pricing scheme was not made effective 
-. Three of the groups (NEDC, Anglo-Porsian, and Shell) 
so it as a bargaining point in their negotiations with the 
■igard to the exclusion of Bahrein and Saudi Arabia from 
i. Moreover, the groups could not reach an agreement 
depreciation and prices. The groups had chartered a 
irporation, Mediterranean Pipelines, Ltd., to construct 
jthe pipeline to the Mediterranean. Thus, if they adopted 
income tax price scheme, they could not include in IPG’s 
ent charges to cover depreciation and a return on them 
in the pipeline. On the other hand, if they increased 
tion charges on the pipeline and permitted the pipeline 
charge rates sufficient to cover the additional deprecia- 
leturn on investment, they ran the risk of having to pay 
taxes to the Canadian Government.^ In addition to 
les, tlio Big Three, at least for a time, did not want to 
Ian which did not result in a relatively high price for 
a solution to this dilemma, the general manager of IPC, 
ffered a three-point compromise: (L) that IPC operate 
■educing fields; (2) that Mediterranean Pipelines, Ltd., 
British company; and (3) that a third company (Hyde 
'gistered in the Channel islands to buy the crude from 
le tax cost and sell it to the groups at group agreement cost. 

I his plan Mr. Skliros commented as follows: 


ich companies, and with three sets of accounts, it might be possible 
;urcs as to render the non- British groups liable to a minimum of 
n. Such a triple string can maintain crude prices to a sound 
el; refining and marketing profits can bo kept at figures that will 
fcupidity of Government Exchequers; the low price of Iraq crude 
atantly advertised; and if the Hyde Park Co. does return an un- 
vidend to its shareholders, I suppose that the only comment that 
hereon is one entirely flattering to the business acumen of those 
r investing their money in such ft venturesome pongern fts tho 


eloquence and reasoning, the groups did not accept Mr. 
U'omise, but rather, made a decision in favor of low tax- 
ipst a high price for crude. They agreed to liquidate the 
^ny, transfer all pipeline operations to IPC, and price 
^oups on the basis of management’s estimate of British 
:(j)st plus 1 shilling profit per ton. Under this plan IPC’s 


■flovonue! M^oh Revenue, March 31, 1934, and reply by 0. Gordon Spry 

ffipolinos, ]^d. (MPL), also presented another problem, namely, recognition by the 
Itetine and Transjordan, which could bo obtained only it IPC surrendered its rights to 
Ko<»gnitlon wa,s needed m order to validate MPL's transit privileges, but if IPC gave 
te pipelines, It lost unit control over MPL. Memorandum from J. Skliros to the groups. 
Group Agreement, October 23, 1933. ’ 

T/lcase to Stuart Morgan, March 26, 1936, 

“Sm J. Skliros to the groups, Iraq Petroleum Co., Ltd., February 4, 1935. 
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profits would/ of course, bo nominal and its tax liability to the British 

Government would be relatively small. , j • • ■ 

As would be expected, Gulbenkian was also mtorostod in minimizing 
his tax liability. ^In 1931, when IPC chartered Mediterranean Pipe- 
lines, Ltd., in Canada, Gulbenkian requested, and 
to the establishment of Participations and Investments (Newfound 
land) Ltd., to hold Gulbenkian’s shares in the pipeline company. 
Gulbehldan’s shares in IPC were held by 
ments (Canada) , Ltd. At that time 

of the profit of the IPC venture would be deposited with tlie 
com.pany. In view of the now income tax that was coming into efioct 
in Canada, Gulbenkian concluded that he wou d tax 

treatment if he let the Newfoundland corporation rather than the 
Canadian company hold his interest m the pipeline . , . ■ 

Again in 1935, when it appeared that Canada might s^]®®yus 
Canadian company (Participations and Investments, Ltd.) to a sub- 
stantial increase in taxes, Gulbenkian formed a now (company 
nations and Investments (Monaco), in the Pniicipahty of Monaco, 
France to purchase at a small or no profit the crude received from 
IPC by GiSbenkian’s Canadian company. The 
then took the place of the Canadian company, with the result that the 
profits from Gulbenkian’s crude wore obtained primal ily by the 
Monaco corporation, which was liable to relatively small taxes. _ In 

1938, Gulbenkian changed the name of his Monaco corporation to 

^^RoySy^prob£s SS /L ^Irag Gomrnment.^The matter of 

was perennially discussed between IPC and the Iraq Government. 

The vague wording of the Iraq convention of 1925 promoted disputes 

and as revised in 1931, provided 

iLni TPC should nav a rovalty of £400,000 (gold) per year until s ic 
time as regX, cipmts of crude c oininelihhd. The reafter the royalty 
was to be^4 shillings (gold) per ton on the q^ianthy 
produced annually, with total annual payments to bo not loss than 
£400 000 (gold). This tonnage royalty of 4 shillings was to be effective 
for a’ period extending 20 years beyond the f 

and the initiation of export shipments, i. e., from 1934 to 1954. ho 
each 10-year period thereafter the 4-shilling rate was to be ^creased 
or reduced by a percentage figure. This was the by 

the profit or loss of IPC during the last 5 years of the 20-year base 
period was greater or less than during the first 15 years of the base 
period.!^ qfio minimum rate of royalty was specified to be 2 shillings 
(gold) and the maximum rate 6 shillings (gold). ‘ 

10 Letter IromM. Piess® to r VP^'dmod a sale of oil agrooment on July 31, 1928, the 

SS2£HS|iiifSfe 

U Letter from J. Mcny to T . H. Taokrah, May 30, ift^. market price per ton of the petroleum 

11 “Prom or loss” was defined as the diflerenco hetwem uic aver^ “Average 

sold and the average cost por ton closely as possible) obtained lor the 

market price” P™' nrSnote “avS the e,stimatcd total cost oC 

products divided by the a>tal tonnage of si ch^ nroducts divided by the total tonnage sold. 

ArSToffl™ro“^^^^^ March 1931, between the Iraq Oovernment 

and the Iraq Pctrolcuin Oo., Ltd. 
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•ose of this royalty provision was to enable the Iraq Gov- 
, obtain a higher royalty if the profite of IPC increased 
company would be favored by having smaller royalty pay- 
ofits declined. However, it was practically impossible 
workable definition of the terms included in the royalty 
view of the manner in which IPC was operated. As has 
the crude produced in Iraq was sold to the IPC groups at 
price,, the crude was then refined by the respective groups, 
fits obtained from the refilled products were retained by 
rting, refimng, ^d marketing affiliates operated by the 
(wners of IPC- Therefore, most of the profits from IPC’s 
V themselves, and the nominal 

a by If C coffid not be used as a basis for adjusting royalty 

i.oducts, these could be obtained: only from the records of 
and marketing subsidiaries of the groups. 

"" provision would be administered 

^ in *®.bowing the beginning of export shipments late 
'r these shipments, the groups arbitrarily set 18 shillings 
e price at which Iraq crude would be sold to the respective 
February 1935, the Iraq Government wrote IPC as 
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of the board of directors of your company regarding the sale nrire 
‘shareholders” has an imjiortant relation with the 
II tide 10 of your company s convention in respect of speoifvinsr the- 
^-equost you, therefore, to give us detailed information as to tho- 
, price per ton, no matter where the selling place may be together 
ge expenses per ton, and to explain the reasons for its being fixed 


IS were in a quandary as to how to answer this inquiry. 
)vernment bad been dissatisfied with the royalty provi- 
igreement prior to its signing in 1931. Some persons in 
d tMt the inquiry of February 1935 was an attempt to 
jubject. As explained by one official, the Iraq Govern- 
rtion to the royalty provision was based on the ability 
lix the average market price at will by selling crude at 
ices, Ignoring rnarket values of the refined products 
circumstances there was nothing to prevent IPC from 
lies during the base period following the completion of the 

oi? qr 20 years thereafter 

.jum of 2 snillin^s gold for the following 10 years 

.. ered the Iraq Government's inquiry by saying that the 
slullings per ton for Iraq crude during 1935 was a purely 
1 C e and had no relation either to average cost or to average 
as referred to in article 10 of the agreement. It ex- 
.Lgness to meet with the_ Iraq Government to formulate 
Ihods oi obtaining the data which would be needed in 
ig the rate of royalty.^’' 

!r of Economics and Communications, Bagdad, to Iraq Petroleum Oo., Ltd., Eebruary 


from ^ 
IPC, 


:t cMenge the soundness ot that data now and that they i^st wait mjil y/ars of 
m I . Skliros to the groups, May 29, 193i. 
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On May 14, 1935, the Iraq Government replied, requesting ffC 
to make specific suggestions relating to the application of aiticle 10 
S the coZanVs Svention.i® The question what to do about the 
Trno royalty provision was thoroughly discussed at a group meeting 
on July 1 1935. The l^’ronch (CFP) suggested that the Iraq Govern- 
ment should be informed that the royalty Provision was unsatisfac- 
nnH that the rate of royalty should not be modified according 
tHhe comfy’s profit a^^^^ as the account could be 

who was then in the Near East, would shorUy be returning th t 
S^ his return the managing director would take up with h^^^^ the 
' company’s proposal for discussions with the Iraq Government. 

But the Iraq Government was not satisfied with this postponement. 

They wrote IPC on July 23, 1935: 

us to study your propo.sals boforo discussing the subjoot with hi . 

The royalty question was discussed at various times m 1935 and 
1936- bu^little, if any, progress was made toward a settlement. In 
1937’ the Iraq GovernrAent asked IPC to submit the accounts and 
information as required by article 10 of the convention. The accounts 
were to bo based on the actual market prices for the oil products, and 
JeJrto coSain, among other things, the prices obtained from the 
sale of th<i crude-oil products, the weight of such products .(which 
would enable the Iraq Government to compare the prices with the 
J^retiliTg world prices), and cost o transport^ 

^ f; ■ p. distributing Iraq crude oil oniy."^ ine liaq uovern 
ment had previously been informed that IPC could not supply such 
S. pLy had bien told that IPC disposed of Iraq crude to its 
own constituents, who mixed the Iraq crude with the crudes of diffOT 
out countries, and that the only figure IPC could furnish was the 
■“^veraee cost per ton,” including costs of production and trmsporta- 
tion to points where the oil ceased to be IPC’s property The Iraq 
Government had also boon informed that it was not fcasilde to ascer- 
tain the profits made by the buyers of Iraq crude on their sale of 
refined products containing a percentage of Iraq crude. Nonetheless, 
the Iraq Government still insisted that IPC had offered to formulate 
practical methods of ascertaining the noces|ary data which may be 
needed in 1954 for fixing the rate of royalty. 

! .offer to formulate r/“Ocal methods of ^ o ^ mooting. 

Crete proposals, and the ^ hat the Iraq Government would require a revi^on 

19 From minutes of group mooting, July 1, 19do. 

“Fromraomorandumfrom Mr. SWiros to thegroup^^^ follows: “So .tar 

22 ;r. Slchros’ momorandum to *^<1 “ ^ould submit some practical alternative 

tMs issue raises periodical Metion between the 

Govornmont and the company. * • * 

- 23 Ihid. 
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In Sopteiabor 1937, the royalty problem was discussed at another 
group meeting. It was agreed that the shareholding companies would 
nominate exports in marketing matters to assist the managing director 
of IPC in preparing a formula for possible submission to the Iraq 
Government.®* The members of the committee met several times to 
work out a formula. In November 1937, it was reported that a 
formula under consideration by the committee provided that the 
yearly market price of Iraq crude should be the price f. o. b. Mediter- 
ranean terminal, if such a price existed; and, if not, it should be a 
fair market price as determined by an independent expert selected 
by the Government and the company. Cost was to be the cost of 
delivery f. o. b. Mediterranean terminal as certified by the company’s 
auditors.®” In December 1937, the board of directors of IPC decided 
that the managing director should discuss this formula with the Iraq 
Government on his forthcoming visit to Iraq.®® 

It is not clear what sort of arrangement IPC m.ade with the Iraq 
Government betwoon 1937 and 1947. It is apparent, however, that 
no final settlement was reached in 1937, for in April 1947 the Iraq 
Government requested IPC to supply figures on the cost price of 
crude at the Iraq frontier and to submit such additional data as would 
apply under the royalty clause of the convention agreement.®’' In . 
April 1948, at a meeting of the board of directors, the ro.anaging 
director of IPC referred to the need for a revision of the formula, 
since under article 10 of the convention the rate of royalty would 
come up for levision in 1954. Since, in his view, the existing formula 
could not be operated because of the iro.possibility of collecting the 
required data, he felt that a revision was the only solution.®® But no 
revision of the royalty rate was made at that time. On March 18, 
1949, almost a, year later, the Iraq Government suggested an immedi- 
ate revision of article 10 of the IPC convention, instead of waiting 
until 1954. ft appears that the Iraq Government was willing to 
discuss new rc yalty terras based on a sliding scale and on world market 
prices.®® As J’econtly as June 1950, however, the groups in IPC were 
still carrying on discussions with the Iraq Government regarding the 
royalty to he paid.”® 

Prices charjed Iraq consumers for 'petroleum products supplied, by 
IPO . — Under the Iraq convention of March 1931 IPG was required 
to supply Iraij^’s local requirements for petrol, kerosene, and fuel oil. 
Until March 14, 1955, the price in bulk for these products was to be 
the equivalent in Iraq currency of 10.68 pence per Imperial gallon 
for petrol, 7 ])ence per Imperial gallon for kerosene, and 2.25 pence 
per Imperial gallon for fuel oil.®* These base prices, however, wore 
to be increased or decreased from time to time in accordance with 
variations in world prices and in any distribution costs or other 
working exper ses outside the control of IPC.®® 

In order to make the pricing provisions workable, it was, of comse, 
neenssary to come to some agreement as to the manner in which prices 

24 Minutes of mectir g of directors, September IG, 1937. 

Minutes of group mooting, November 17, 1937. 

26 Minutes of mcotir g of directors, December 16, 1937. 

^ Minutes of group representatives, Apiil 18, 1947. 

28Minutesofn]eetfT;gofdirCGtorsofirC. April, 19 2948. 

2** Notes on meeting of gi’onp representatives, March 18, 1944. 

30 Notes on 8poc.ia.l group meeting, June 15, 1950. 

3J After March 14, 1955, the Iraq prices wore to be fixed by further agreement between the company and 
the Iraq Government.} 

32 Arts. 14 and 15 of ihe Iraq Convention, March 24, 1931. 
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of oil products sold in Iraq wore to be increased or decreased in accorc^ 
ance with variations in world prices. The Iraq Government and IFG 
solved this problem by agreeing upon the following procedure: 

* * * that prices shall be increased or decreased by the amount of 

variations in world prices as expressed by the prices for carg^ 

gasoline, kerosene, and Diesel oil, respectively, f. o. b- “tates^ports in tno 
Gulf of Mexico (hereinafter called “Gulf prices ). ^hc method , 

ascertaining such variations is to determine for each product *e 
tween the average of the Gulf prices on the second Wednesday of ^ 

months preceding the 1st of July of each year and the average of Gulf prices 
which obtained for that product on the second Wednesday of each of the IZ 
Si^Jn tlis preceding the 1st of July 1931 * * *. The published prices for cargo 

lots of gLolinc, kerosene, and Diesel oil, rcspoctWely, shall be those published m 
Ratt’s Oilgrani, a journal of the city of Now York, U. S. A., under the head- 
ing of “Gulf export market” * * 

The fact that prices in Iraq were thus linked to United States Gulf 
prices led to a controversy in 1933 between IPC and the Iraq Govern- 
ment. Following the devaluation of .g.Qld m the United States in 
1933 export prices of petroleum products increased at the 
States Gulf and, in accordance with the formula, prices chafed Iraq 
consumers for petroleum products were also increased, i he Iraq 
Government immediately protested, insisting that the high prices 
were causing undue hardship and that it was not equitable for Iraq 
consumers to have to pay prices which they considered higher than 
the prices being charged for the same products m other parts of the 
world.»‘ The Iraq Government asked that there bo an alteration in 
the formula for computing local petroleum product prices, but iiU 
was unwilling to consider such a modification without regard to other 

changes in the agreement. . , i i 

Apparently consumers in Iraq continued to be charged prices based 
upon notations at the United States Gulf, regardless of the facts that 
(a) the crude is produced in Iraq, (6) it is produced at low cost 
(c) it is refined in a nearby refinery, and (d) the products arc marketed 

bv a local company,®® , „ . , 

Financial results of JUa— Although data on the financial opera- 
tions of IPC are fragmentary, those that are available indicate that 
IPC was a highly profitable venture. In February 
Oil Co (New Jersey) estimated that its properties ™ the red-lme 
area were worth between $119,000,000 and $143,000,000, exclusive 
of the value of the Basrah concession, the discovery 
the BOD (Mosul) concession, and the discovery of oil ^t ^atar. 

This is to be compared with a total investment by Standard 11“ 

(Now Jersey) of approximately $13,940,000 m the red line are 
the end of 1939.®° Thus, for every dollar of investment Jersey 
Standard had obtained about $10 of capital valUe. 

The profits realized from Iraq crude wore also satisfactory. ^^anU- 
ard Oil Co. (Now Jersey) realized an average profit of about 52 cents 
per barrel on its share of Iraq crude (produced and purchased) over 

"HV Minutes of mooting of dlrcotors of IPC, July 10, 1933. Fov a further dmeussion of pricing practices 
mlntt"TJo and%ta Oo., Ltd., and associated companies, 
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934 39 mOTe than double the approximate 25 cents per 
^ f “ 1938 for royalty and taxes.” 

/AT profits earned on sales of Iraq crude by 

Uo. (JNew Jersey), through its subsidiary Standard Oil 
Jersey amounted to $10,400,000, while total investment 
f 1939 was oiJy $13,940,000. At the 1938 rate of profits 
■ve taken only about one more year of operation for 
Co. (New Jersey) to have recouped its total investment 


end 

Oil 


cf 

ha 
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yofu 


the above data relate to only one company and cover only 
iirs ot iPC s operations, there is no reason to believe that 
Ollier owners of IPC were less profitable than 
ndard Oil Co. (New Jersey). A Standard Oil Co. (New 
al stated in 1940; 


If the Iraq 
corresponding 


pipe line capacity is increased, Jersey's profits should increase at a 
rate, assuming that other factors remain the same * * *35 
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ORLD WAR 11 AND POSTWAR DEVELOPMENTS 

4ufceak of World War II in 1939, it became increasingly 
C to continue its operations. Its activities were upset 
disruptions of the war such as the sabotage of pipelines, 
m Iraq in 1941 and the subsequent occupation of Iraq by 
'3, the negotiations of moratoriums on concession agree- 
raq and other governments, the inability to carry out 
nsion plans, and so forth. But these disruptions had 
Rearing upon the problems which are of central interest 


iportant from the point of view of this report was the 
the red lino agreement and the subsequent maneuvers 
s^tions of the groups. CFP and Gulbenkian were de- 
ls and could not participate in IPC affairs: NEDC 
w dissolved the red-line agreement but CFP and Gul- 
i|d this was so; CFP took the matter to court when Jersey 
bocony refused to permit any group to have a share in 
bocony s interest m Arabian American Oil Co., and 
of negotiation but before the court action came to trial' 
icncurred on a new agreement eliminating most of the 
'^visions of the red-line agreement. These are the prin- 
on which attention will be focused in this section. 
upon IPC operations 

aisrupted. Shortly after the outbreak of war in 1939 
and Fr6nch Governments, which possessed manda- 
vor 1 alestme and Syria, respectively, prohibited ship- 
Laiia and TTipoli (IPC’s Mediterranean terminals) to 
I iitsidc the British and French Empires. But this re- 
ot result in any reduction in IPC production, for the 
ench required all possible oil from this source. How- 
uT war in June 1940, the Mediter- 

sed to Allied shipping and it was impossible to export 


) averaged about 32.7 cents per barrel, of which apnroxlmatelv 

^ tax payment to the Iraq Government. It should be noted that 

I S were also somewhat higher than the costs of prior years. 
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from Haifa and Tripoli. From that time on until the Mediterranean 
was opened to Allied shipping, IPC could produce only such oil as 
could be processed locally at the refineries at Haifa and iripoh. 

In 1939, Consolidated Hefinories, Ltd., a company owned 50 50 
hy Anglo-Iranian and Koyal Dutch-Shell, constructed a refinery at 
Haifa md in 1940 the French High Commissioner of Syria constructed 
a small refinery at Tripoli. Under an agreement with IPC, the 
French High Commissioner was to own and operate iripo 

refinery during hostilities but it was to be turned back to iPC at the 
end of the war and the crude which IPC agreed ®hpply was to be 
considered as payment for the refinery. Unbl the Mediterranean 
was freed for allied shipping the Haifa and Tripoli 
the only outlets for Iraq crude, and consequently. production during 
this period was sharply curtailed.^' • , . , , . j -n^r 

(2) Red-line arrangement Jor sharing crude is frustrated. x>y disrupt- 
ing shipments the war prevented the groups from taking their propor- 
tionate shares of crude under the red-lme 

Mediterranean was closed to Allied shipping. Standard Oil Co (Now 
Jersey) could no longer send tankers to hft crude or products at Haifa 
or Tripoli For a considerable period during the war, CFP and 
Gulbeiikian also were unable to take their proportionate shares ot 
IPC’s production. When the French capitulated to the German 
army in July 1940 the British Government ruled that French com- 
panies and persons residing in Occupied France were enemy aliens 
Ld since CFP and Gulbenkian^^ both fell within this category, it. 
was illegal for the groups in IPC even to communicate with these 
enemy groups. Orders were issued vesting the ri^ts of CPP and 
Gulbenkian in IPC in the British Custodian of Enemy Property. 
Gulbenkian’s enemy status was revoked m 1943 and CFP s in 1945, 
but during their periods of enemy status neither of those groups could 
receive any return from.IPC opcf.^tions, Socony-Vacuup howev^^^ 
executed an agreement with Consolidated Refineries, Ltd., on June 30, 
1939, for a throughput privilege equivalent to 15 percent ot tne- 
capacity of the Haifa refinery. This enabled Socony to continue to. 
talro refined products derived from Iraq crude. Thus, there was a 
period when the only groups who could share in Iraq s production 
wore Anglo-Iranian, Royal Dutch-Shell and Socony-Vac^m. 

(3) Ad hoc arrangements in lieu of red-hne agreement. With Lrutben- 
kian's and CFP's interests in the hands of the British custodian, it was 
clear that the red-line agreement could not bo fully effective, par- 
ticularly the provisions relating to pricing and slmrmg ol crude 
(clause 13). After consulting English counsel and the custodian of 
enemy property, it was decided that Iraq crude would be sold at a 
reasonable price to such groups as could take it, and crude would be 
produced to the extent that the groups were able to take delivery. 

This ad hoc arrangement was ca,lIod a supplemental group agree- 
ment ; but in order to give substance to the agreement, the groups had 

*» Summary of IPO operations, and notes on Iraq Petroleum Co., Ltd., and afflliated companies. 

!! niilhpnlclan’s compaiiy was roglstorcd in Canada, and ho was an English citizen ^d claimed 

'“SoeSS bSon SoconyVacuura Oil Go., Inc., and Consolidated Beflnerlos, Ltd., June 30, 1859, 
Min^tM^of group meeting, October 2, 1940, October 17, 1940, October 31, 1940, March 20, ioil, et at. 
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^ reasonable 

price lor Iraq crude. This question was temporarilv resolved bv an 

agreement t lat for the period October 17, 1940, to^Iarch 31 1941 

&aq crude lould be sold to the groups, f. o. b. or delivered ’at the 

United^ free market price for east Texas crude f o b 

Sn4 pe?Uriit?d''stife« h i qualify of 24 United States 

cents per Ur ited States barrel.^ An American oil broker, Mr Kid- 

dell, was sehseted by the groups to ascertain, certify, and report the 
month-by-mdnth average price of east Texas crude.« In the Ian 
guage of the trade this price, which reflected the United States Gulf 
price, came to bo called the “Riddell price.” 

As has be(sn noted, under the red-line, agreement the practice had 

S buVon UnltcrKiLd'''^ United States Gulf 

piicc, out on United Kingdom income tax cost, plus 1 shillino- ner 

ton profit. 1-Iowever, during the year 1940 when production of crude 

was curtailed because of shipping restrictions, the cost of production 

and transpor|ation of Iraq crude increased to such an extent that costs 

exceeded the world market price, with IPG for a time operating at a 

l^oss. It was then decided, as a general principle, to sell Iraq crude to 

atXuuL''' k "" price, i. c., the “Riddell price,” or 

Umtec. Kingdom income tax cost price plus 1 shilling per ton 
profit, whichever was lower. pci ion 

At firs^t glance it would appear that this new arrangement would 
have had no direct effect whatever upon the price question. Siice 
at_ the time tl e Riddell ’ or Gulf price was well below the income tax 
price, the gro .ips under the compromise would have been required to 
continue U8in| the Gulf price. Presumably this would have meant 
that instead of being able to use a price which at least covered IPG’s 
costs (the United Kingdom income tax cost price), they would have to 
contmuo using a price on the basis of which the IPG was losing money 
But It shculd be remembered that the British and .Imerican 
rnembers had long followed a policy of making their profits from Iraq 
ml not from the operations of IPC itself, but from the margin o? 
difl^erence between on one hand, the cost to thorn of the Iraq crude 
the other the price which tiiey could secure on their rales of 
refined produc ts. Thus, a low price for Iraq crude, while resulting in 
AmSic^roups.^" ’ traditional policy of the British Ind 

The effect of this new arrangement was to bring about a low price 

5henTprS/sm w ‘’^d^^ced output 

when II G s costs were high, it could be expected that the Gulf price 

would be below the United Kingdom income tax price, that it would 

thus govern the IPG price, and tliat the Britisb-American mCps 

would be able to secure the Iraq crude at a low price. GoSvSy 

when Iraq production was high and its costs were low, it could be 

expected that the United Kingdom income tax price (which was 

essentially a cost-plus formula price) would be lower than the Gulf 

price, thus again assurmg the British-imerican groups of Iraq crude 


** Min.iite!> of group 
Development Corp., 
1040, and. Docombor l4; 

Minutes of group 
In March 1942, the 
present' conditi&ns in 
Texas crude and in tin 
Skliros, would, therefoa-' 
Mr. Riddell reported 


31, 1940: cable from H. O. Scidcl to Near East 
' ' memorandums from J. Skliros to the Rroups, November u! 

iriooting, November 21, 1940 

S” Sting, ““ 
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As would be expected, the French (OFF) and Gulbenidan, who had 
traditionally sought to obtain their profits from the dnect operation 
of IPC itself, rather than from the margin between Iraq crude and 
refined products prices, objected violently through their agents to 
this new arrangement. In their opposition, they were joined by t e 
British Custodian of Enemy Property. These three parties were ah 
asreod that the pricing formula worked to the disadvantage of P 
and Gulbenidan.^ They contended that the general principle ot 
pricing on the basis of the world market price or United Kingdom 
incomh-tax cost plus 1 shilling per ton_ profit, whichever was less, 
m.eant that in the years when production increased 
the groups that could take crude would buy at United Kingdom 
income-tax cost price and thereby benefit; but when production was 
low, as it was in 1940-41, crude would be sold at the world maiket 
price (Kiddell price) and any IPC losses resulting therefrom would 
L shared by all groups regardless of whether they were able to take 
crude and sLre in the benefits. The Custodian did not believe that 
when the group agreement was signed the gronps contemplated that 
the benefits of cheap oil should accrue to som.e at the expense of 
others, and the fact that the trading losses of IPC in 1940 were carried 
over into 1941 brought forth caustic remarks and complaints irom tne 

As would be expected, the British and American groups rejected 
the view of the Custodian. But, in order to satisfy him and the 
a<^ents of CFP and Gulbenidan, the British-American grouP/ agre®)! 
to pay an additional price or surcharge above the 

price so that at the end of 1941 the loss incurred in 1940 would be 
wiped out. Apparently, calculations under the Riddell or Gulf price 
formula were reported over a period of several years H^ever, it 
was the governing price only for the years 1940-41, when IPC produc- 
tion was drastically curtailed. In subsequent years, production was 
large enough that a price based on United Kingdom income-tax cost 
plus 1 shilling profit was below the Gulf market price, and therefore 
governed IPG operations. 

Postwar settlement ; j r 

CFP and Gulbenkian reinstated in IPC and war cmyms settled, in 
July 1943, Gulbenkian’s rights as a sharcholiKr in IPC wore restored 
by the Custodian of Enemy Property, and Gulbenkian resumed his 
position as a director of IPC wit^i the right to receive his proportionate 
share of Iraq crude and products. There arose ^mediately the 
problem of settling with Gulbenkian for the crude and products which 
L had been unable to lift. Gulbenkian domed that he had ever been 

47 Memorandum by Mr. Piesso to D^id Shepard dated April 21, 1944, and i^nutes ol group meeting, 
November 20, 1941. ib ioai T-xiinnw It find 29 1942 and November 12, 1942. The 

oS ‘/Sd“?S;ui^i“ fro'" 

’“‘1: wming ™u t "Sinflfm 

stress 

Hold price ot East Texas crude romamod constant dlHcrontlal on the 

sentlC the full tariff rates For gathering pipeline and h^^llng charges 1 ms tncqmiu i^ 

‘Riddell formulaJ of 24 cents per barrel, the resultant price per ton of IPC crude worKoa out ai aas 
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‘fcFP 2 that his position was very different 

roposals and counterproposals were passed back and forth 
ilbenkian and the other groups in IPC regarding the 
n wnich Gulbenkian should receive. For a time it ap- 
Gulbenkian might resort to litigation, but eventuallv on 
5, Anglo-Iranian, Shell, and NEDC settled Gulbonkian’s 
)y paying him £547,000,« In consideration of this pay- 
smpan released the groups from all claims arising out of 
ection with any acts concerning crude oil or products 
the red-line area up to February 9, 1945.®“ 

(NEDC) share of the lump-sum settlo- 
13,498 pounds sterling and was paid by Jersey Standard 
proportions agreed upon between them.®* 
t reinstated into the good graces of IPC until February 
I , . ^No presented claims against the groups 

Ation for the crude and products which CFP was unable 
A-g the period of its enemy status. CFP vigorously and 
pressed its claim, contending that the groups who wore 
° during the war profited at the expense of 
1 tA-J) Prohts were either nonexistent (when the Gulf 
nominal, i. e., 1 shilling per ton 
iited Kingdom income-tax price governed IPG's price), 
ame, the British- American groups were making large 
ohcir marketing and refining orgahizations by purchasing 
y price and sellmg their refined products at a relatively 
! In 1946, CFP presented a claim against NEDC, Shell 
■anian for 2,425,000 pounds sterling.®^ The British- 
ifips replied by stating there was no iegal basis for CFP’s 


CFP 


- continued to press the matter, no settlement had 
by November 1948 at which time it was agreed that the 
should be submitted to arbitration.®*' However the 
!o|ncorned could not agree on a form of submission to 
Ciy threatened to take the matter to court. A 
s hnyiy reached through negotiation in February 1950 
glo-Iranian, and NEDC agreeing to pay CFP £500,000. 


view, Giilbenkim stated that while he was in Paris and Vichy ho was Commerniai 

both before and after uS S 

,fNEDcTMaflO?“oal‘L"^ settlement. A cable from Richard Sellers 

“Breed with Qulbenkian for a settlement of all his claims 
** payment of .£617,000, upon payment of whMi 
1 oTtmV ® “7’* the three ^oups from all claims up to that datc,*^ The method bv 
® disclosed to Qulbenkian, but we have arrived at this round 

c.ificrencc between the amount paid by the groups to IPC and the MacDonald nriee 
Fn]?* ^Ptil 7, 1943, the date when OulbeniS lost his 

!elt Fa regained their nonenemy status, and eon- 

'Xesfou overlue ptyme”""* Gulbenkian the latter was 

ddard.Fuly “ftauhed to memorandum from Stuart Morgan to E. L. 

( n Near East Development Co. to B. W. Sellers, May 15 , 1946 

lated pJw?y1) 194™''”® Custodian of Enemy Property 

- memorandum attach^ to letter from David Shepard to Stuart Morgan, August 1, 


•mared by CFP on Claims for Oomponsation, August 1, 1946 
% French Government realized that CFP had no legal basis for its claim Tn Hq 
assistance in tho CFP matter, the French Government indicated 
4 F during the war on the grounds of 

A i’xT ■ Miller, British Foreign Offi.co, to J. Skliros Ausiiat 22 iqjk 

4ment of November 3, 1948, provided that the CFP claim should brsubmitted to 
■Qoment will be discussed in more detail in subsequent sections. 
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In general, the CFP payment was made by the groups on the basis of 
the takings, by each group, of oil which might have come from the 
French share during the period between the liberation of Paris and 
the restoration of the CFP’s rights in February 1945.'® Insofar as 
NEDC was concerned, the major part of the CFP payment was 
made by Socony-Vacuum because it had been able to lift crude at a 
time when Standard Oil Co. (New Jersey) was unable to do so. 
Standard Oil Co. of New Jersey’s part of the settlement amounted 
to only £1,170.'® 

The American group declare the red-line agreement dissolved . — 
In October 1946, the American group, acting individually through 
Standard of Now Jersey and Socony-Vaouiim and collectively tlnough 
NEDC, declared the red-line agreement to bo dissolved. This was 
not an abrupt and spontaneous decision, but was arrived at in a series, 
of progressive steps. 

In 1941, when the groups were discussing with the British Custodian 
of Enemy Property the question of whether or not the group agree- 
ment should remain in effect, they concluded after consulting legal 
counsel, that the group agreement should remain in full force and 
effect except for the provision relating to the sharing of oil. It is to 
be noted that at that time NEDC took no exception to the validity 
of the group agreement.'® But in 1945, after CFP and Gulbenkian 
had been reinstated in IPC, the American group’s position with respect 
to the validity of the red-lino agreement became somewhat uncertain. 
In fact, NE£)C was “not convinced that action should be taken on 
reaffirmation of the group agreement but they did consider it impor- 
tant that offers of oil under the agreement should be resumed 
immediately.’’ 

In October 1945, NEDC notified the groups that it would not admit 
an obligation to report any red-line purchase of products, but only 
crude.'® It will be recalled that under the red-line agreement the 
groups were clea.rly prohibited from making independent purchases 
of crude within the red-line area. But the question of whether or not 
the red-lino agreement prohibited the purchase of products derived 
from crude produced within the rod-line area was by no means clear." 

Why this complete reversal of position regarding the red line 
between 1941 and 1945? Standard of New Jersey had an explanation. 
In 1946, the president of CFP visited the United States, and among 
other things discussed with Jersey Standard CFP’s claim for com- 
pensation for oil which CFP had been unable to lift during the war. 
At that time. Standard advised CFP that it had refused to reaffirm 
the red-line agreement. In indicating the reason for its position, Mr. 
Holman, president of Standard Oil Co (New Jersey), stated that: 

There had been a substantial change in the attitude of the American public and- 
Government toward restrictive agreements and, under current conditions, reaffirmation 
of the agreement seemed inadvisable,^^ 

French war claim roloaso appended to letter from Charles F. Darlington to NEDC, February 15, 1960 
« Executive committee minutes, Standard Oil Co. (Now Jersey), February 17, 1950. 

Letter from M. Plcsso to Stuart Morgan, Juno 30. 1041. 

Notes on group mooting, Septeniber 13, 1946. 

M Letter from D. A. Shepard to E. E. Soubry, January 2, 1946. „ ^ x 

In 1945, NEDC’s reprosontativo on IPC obtained an opinion from English counsel which stated that 
purchases of products within the rod-lino area wore not prohibited by the rod-line agreomont. NEDC then 
asked Shell to obtain ciorresponding opinion from another English counsel on the same question. Shell 
obtained such an opinion and since both opinions were to the effect that purchases within the red line were 
not prohibited, Standard was then in a position to notify the groups that it was under no obligation to report 
the purchase of products made within the rod-line area. From letters, cables, and memoranda regarding 

Memorandum of conversation as reported by Mr. Holman with Messrs, de Motz and van don Perro 
January 29, 1946. [Italic added. 1 

23641—52 8 
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u liad not arisen before as such puroha.ses wore not necessary, 
lerc had been a substantial change as a result of the war, the need 
it is for this reason that Jersey has requested legal opinion as to its 
.e agreement to make such purchases.®® 


■f fact, the question of the rights of the groups to make 
^products within the red-line area had previously arisen, 
indicates that this question was discussed at length by all 
Itefore the war, particularly in regard to the efforts to 
p'oemont with Standard Oil Co. of California with respect 
t ase of Bahrein petroleum. It is difficult to escape the 
lat Jersey Standard was preparing a legal basis for de- 
agreement which Jersey Standard and Socony-Vacuum 
ying to make with Standard Oil Co. of California and the 
r the purchase of a share interest in Arabian American 
■amco) concession in Saudi Arabia. 

■pretation by NEDC of the red-lino agreement and the 
S groups to report purchases made in the red-line area 
.crs of great concern to Oulbenkian and CFP. In May 
sakian suggested that the matter should bo brought 
1 at an appropriate meeting.®® In response to Gulbcn- 
ds,_ NEDC stated it had been advised by English counsel 
libition in the group agreement to purchases within the 
ied only to crude and not to refined products.®^ CEP 
C’s position as being an entirely now and unofficial one 
vor been previously advanced, even though the problem 
Wssed for more than 2 years.®® Shell and Anglo-Iranian 
the groups should abide by the red line, but they never 
iontested NEDC’s position.®® 

■ican group, however, was anxious to expand in the Mid- 
was not easily deterred. Armed with substantial legal 
some parts of the red-line agreement were no longer 
ig, Jersey Standard and Socony (the NEDC owners) 
.iktions with Standard Oil Co. of California and the 
r an interest in Aramco’s concession in Saudi Arabia, 
agreement in principle was not reached until December 
Autive committee of Jersey Standard concluded 5 months 
me red-lino agreement was dissolved and that the other 
should be so informed.’'® Formal notices to the effect 
Oil Co. (New Jersey), Socony-Vacuum Oil Co., Inc., 
ist Development Corp. considered the group agreement 

’ without interest that although Standard Oil Co. (New Jersey) was unable to lift its 
i 3rmg the war, it fhd no more than advise IPC that it had been penalized with respect 
luring the war and that it reserved all rights. The fact that Standard presented no 
[i^nsation would appear to bo an indication that it considered the rod-lino agreement 
:d as insumcient legal basis for presenting a claim. Letter from Dave Shepard and 
dircctop of IPa Anglo-Saxon Petroleum Co., Ltd., D’Arcy Exploration Co., Ltd., 
e do 1 ctroles (CFP), and Participations & Investments, Ltd,, November 20 1945 
id group meeting, May 9, 1946. i . 

, meeting, May 9, 1946. 

^lof group mooting prepared by E. J. Brown, May 9, 1946. 

pr^idont of Standard Oil.Co. (New Jersey) had discussions in England with the heads 

red-lino agreement and possible changes in 
the A' ladle East, and at that time the two English groups believed they should follow 
«ivo fommitteG minutes, Standard Oil Co. (Now Jersey), July 5 and August 1, 1945 
tteo minutes, Standard Oil Co. (New Jersey), May 28 and August 6, 1946. 
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■disslovod were drafted as of October 3, 1946, and were delivered to 
the other IPC groups in December 1946.” ■ j ^ 

CFP takes the matter to court . — CFP and Gulbenkian denied that 
the red-line agreement was dissolved and counsel for thi^e gioups 
lost no time in protesting the American group’s action. In November 
1946 Gulbenkian’s counsel informed NEDC’s legal representative on 
IPC ’(M. Picsso and Sons) that he disagreed with the American group s 
position and that their actions seriously threatened the interests ot 
Gulbenkian. He stated, however, that no tnember of the group 
desired litigation “which would necessarily disclose to the world a 
divided front and open up the affairs of the group to public discussion, 
and that Gulbenkian would endeavor to formulate a friendly arrange- 
ment affording protection for his legitimate interests.’^ 

OFP likewise did. not ngrec witli tlie position taken by tne American 
group. ’ In December 1946, Standard (New Jersey) and Sooony had 
reached an agreement in principle with Standard of California and the 
Texas Co., and notices to that effect had been reported m the press. 
Attorneys for CFP immediately notified the legal representatives of 
the American group that if the press reports concerning these negoti- 
ations were true, the transaction resulting from such n^otiations would 
constitute a breach of the red-line agreement.^® CFP’s attorneys 
further advised that unless they had assurances that the press reports 
wore erroneous and tliat Standard and Socony liad not pui chased an 
interest in Arabian American Oil Co. (Aramco), it would bo necessary 
for CFP to take immediate steps to protect its interests under the 
red-lino agreement. They also accused the American group ot using 
the Sherman Act as an “excuse upon which to hang” the breach of 
the “red line” resulting from the Aramco deal.''® 

But CFP did not resort to court action as their first counter move. 
In their notice of dissolution of the rod lino agroeprent, Standard, 
Socony, and NEDC had indicated that although some ol the pro- 
visions of the red-line agreement, particularly the restrictive pro- 
visions, were inappropriate, they were desirous of negotiating the 
terms of a new agreement which would exclude the restrictive clauses. 
The groups took hope from this statemont and engaged in discussions 
for several months regarding various aspects of a now agrconionk 
CFP and Gulbenkian, however, wanted a share of any interest which 
the American group obtained in Aramco a concession which the 
American group refused to make. In January 1947, Standard and 
Socony offioially advised the CFP that they could not agree to give 
CFP or any of the IPC partners a participation m the Arabian- 
American arrangements.’® Shortly thereafter, in February 1947, 

n Copy otimstetied letter to Sir Crmcis flnmphries cliairm.an oI IPO, October 4, 1D46, and the executive 
• committoo minutes, Standard Oil Co, (Now .lorsoy), Doceinber 9. iM«, 

72 CoD7 of Icttor from Froshflclds to Piosse & Sons, IS.ovember 11, 101 b. 
n Letter from ]:>unU>n, Hall, and Lurgin to Messrs. Piosso & bons, December 20, 1046. 

« On'january 7, 1917, tho attorneys tor CFP wrote to Messrs. Piosso & Sons, counselors lor NEHC as 

follows. conversations since September last your clients bavo Indicated tb^ for reasons of 

dornesticfnoiiev and ixirticiilarly tlio probable consequences of the Sherman Act they have bad to consider 
1 -Bn lofvil miostion. of tlic consequences of war on the group agreement, and that tlioy bad icceivcd certain 
Sv ice tUm That advice wo wero nevev able to <J)ncur in by maso, o tlic 

wo onkel vps had rece.ivcd but so iong as the matter remained one merely of dilloroncc m jimdical 
opSlon and was Operated, wo wore content to leave it on the plane ol academic 

however have now changed. It would appear that the Sherman Act no loTiger is the real 
poiirse fcTUse'') of concern, but was merely an excuse upon which to bang a contempFitod and 
broach of the grnup agreement, namely, tho negotiations leading up to your client s proposed acquisition ot 

FroinMterVoi^Uenton, Hall, and Burgin to Messrs. Picsse & Sons, January 7, 1.047. 
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suit in the British courts against NEDC and the other 
’C. In this action, CFP sought a declaration that the 
agreement was valid, that NEDC, Standard Oil Co. 
), and Socony-Vacimm were not free to obtain or be 
any oil concession in the red-line area or in the purchase 
oil otherwise than through. IPC, and that any interest 
Standard, or Socony obtained in Aramco should be 
for the benefit of the other groups of IPC. In addition, 
for an injunction restraining NEDC, Standard, and 
acting otherwise than through IPC.’^® Gulbenkian 
'P’s action as both were demanding some type of com- 
tho alleged breach of the rod-lino agreement. 
s a counter suit . — Jersey Standard and Socony-Vac- 
jwnors of NEDC, filed a statement of claim with the 
Court of Justice in June 1947 denying many of the 
ade by CFP. CFP’s suit, supported by Gulbenkian, 
hat an acquisition by NEDC of an interest in Arabian 
Co. would constitute a broach of the group agreement 
iclaration at the end of the group agreement. NEDC, 
nt, countered this allegation by saying that: 


anu 


trade and contra 

Thus, Standf 
almost 20 ye 


they wished 
agreement as 


.rd and Socony followed the rod-line agreement for 
a.rs without making any serious objections, but when 
to obtain an interest in Aramco, they described the 
one: 


unenforciblo in 
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agreement contained in the said declaration was in restraint of 
•y to public policy and void and unenforcible in 


restraint of trade and contrary to public policy and void and 
aw. 


of Jersey Standard explained his company’s position 
ho stated that: 


m a substantial change in the attitude of the American public 
t toward restrictive agreements and under current conditions, 
phe agreement seemed inadvisable;'® 


hand, it may bo recalled that CFP’s attorney had in 
the American group of using the Sherman Act as a 
o Aramco,®" 

^ment negotiated and court actions withdrawn,. — Irrespoc- 
jurt suits, relations were not so strained as to preclude 
continuing their discussion concerning a new 
IjJone of the groups was desirous of having IPC’s affairs 
'. Hence, they earnestly endeavored to come to an 
ire the court suits came up for trial, 
ions were long and arduous, lasting almost 2 years.®* 


Shepard to Orville Harden, January 27, 1947. 

(Now Jersey) executive committee minutes, January 9, 1B47; prospectus Issued bv 
pw Jersey), June 11, 1948, pp. 29-30, and various copies of documents relating to 
.>pr ciEiim?. 

filed in High Court of Justice, Chancery Division, June 9, 1047. [Italic added,] 


oin>^ (Anglo-Iranian, Shell, NEDC, and OFF) had reached a tentative agreoincnt 
lad to negotiate a year and a half longer (until November 1948) before they could come 
aull^nklan. At one time the groups were on the verge of signing a four-party agree- 
Ebenkian the choice of cither signing with them or pursuing his case in court, but 
troubles aired in court as long as there was any chance for a negotiated settlement 
idard Oil Co. (New Jersey) visited Qulbenkian in Lisbon in September 1947 and 
further negotiations. 
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The principals had divergent interests and were represented by 
numerous counsel. Gulbenkian wanted compensation for the pro- 
posed Aramco arrangement (winch ho considered to be a breach of 
the red line), adequate protection of his interests, and since he had 
no refining or marketing facilities, an assured market for his oil. 
CFP sought a settlement of its war claims, i. e., compensation for oil 
not lifted during its period of enemy status, and a more rapid develop- 
ment of IPC, including more production, pipelines, and facilities. 
Anglo-Iranian wanted assurances that its 7K percent royalty would be 
continued and a slow expansion of IPG’s production. Shell approved 
of some expansion of IPG’s operations, but wanted it done in an orderly 
manner. NEDG’s principal interests were to exclude the restrictive 
clauses in the red-line agreement, get the other groups to agree that 
NEDG’s acquisition of an interest in Aramco would not be a breach of 
contract, and induce GFP to discontinue its court action. 

The various interests and divergent views of the groups were recon- 
ciled to the extent that a now agreement, called Pleads of Agreement 
and Supplemental Documents, was signed on November 3, 1948.®^ 
The agreement was a combination of several separate documents, pre- 
pared at different times, some before World War II, plus Ipt minute 
telegrams and letters. These documents have been described by one 
who was intimately familiar with their development as being “in some 
respects monuments of complexity.” A summary of the major 
aspects of the agreement follows: 

The red-line agreement was canceled and all claims arising out of 
it were waived.®* In what was termed the “Aramco Release,” 
GFP was to withdraw its court suit (NEDG also was to discontinue 
its counter action) and Standard and Socony were free to complete 
their acquisition of an interest in Aramco 

The new agreement went a long way toward removing som.e of the 
most obvious restrictive provisions of the rod-line agreement which 
limited the freedom of a group member to obtain concessions, pur- 
chase crude and products, and engage in refining and marketing 
operations within the red-line area. The restrictive provisions relat- 
ing to these operations wore specifically excluded from the new 
agreem.ent.®’’ A group could now acquire rights in the red-line area 
without being under obligation to share proportionately with the 
other groups. From the point of view of the American companies, 
this right to be free either to participate or stay out of any joint 
venture proposed by a group member was a considerable improve- 
ment over the forced sharing provisions of the red-line agreement. 

Anglo-Iranian retained its right to a 7)4 percent royalty on all crude 
oil produced from the area included in the Iraq concession on May 1, 
1934. The new agreement merely restated the royalty arrangement 
that had existed before. 


82 This agreement has no relation whatsoever to the Heads of Agreement for Distribution, 1932, which is 

^^I^MemoranSrn^rogardtng IPO Oroup Agreement— Restrictive Provisions Iti Original Agreement TiVhieh 
Have Now Boon Removed. , , 

« Memorandum regarding TToads of Agreement dated November 10, 1948. 

8fi Heads of Agreement and Supplemental Documents, p. 45. . 

88 Standard and Socony had made an arrangement in March 1947 for an mtorcst in Atamco which was 
contingent upon the suite in the British court being settled by March 12, 1951, or if prior to that d^te, the 
litigation was determined adversely to Standard and Socony, the agreement was terminated. Thus, the 
Aramco release removed all obstacles to the Standard-Socony-Aramco deal. Standard Oil Oo. (Now 
Jersey) prospectus Juno 11, 1918, p. 26. 

8^ Memorandum regarding Hoads of Agreement, op. cit. 
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new agreement, CFP’s war claim was to be submitted to‘ 
_ Also of interest to CFP was the agreement to expand 
ions.®® The groups agreed to provide the necessary addi- 
Les, especially pipelines, to expand the production of Iraq 
nance with a planned program. For the period 1952-56, 
lominated its oil requirements and these were included in 
\ the heads of agreement. Program requirements were to- 

Y 5-yoar periods, and wore to bo prepared 5 years before 
cement of the period, i. e., in 1952 the program for the 
61 must be prepared. In the formulation of programs, 
ominates its own requirements and these may bo more or 
basic share proportion, i. o., the share of oil proportionate- 
stock ownership in the venture, but there are maximum 
amount of oil a group can take in any one year. AU oil 

0 be offered at the United Kingdom income tax cost-plus- 
ce to the owning groups in accordance with their share 
but if a group indicates program requirements smaller 
c proportion, then it is required to sell to those having 
uirements in excess of their basic proportions. These 
)c made at a price in sterling halfway (called “half-way” 
en the cost-plus-a-shilling price and the current world 

■0 special provisions in the new agreement affecting 
called P and I in the agreements, abbreviation for Partici- 
[nvestments. Ltd.). During the period 1952-66, in lieu 
j receive oil in excess of his basic proportion, Gulbcnkian 
receive 3,750,000 tons of what is called special allocation 

Y of this oil will begin cither on January 1, 1952, or on 
m deliveries of oil tlirough the big-inch pipeline to the 
m commence, whichever date is later. Gulbcnkian 
5 percent of this oil, i. e,, bis basic proportion, from IPG 
mppnies at the cost-plus-a-shilling i)rice and the balance 
lal over requirement” oil) at the “halfway” price. After 
Jdan's position as regards programing and his right to- 
il! be the same as any other group, subject only to the 
his 5 percent share ownership.®’ 

3 for an expansion of IPC production raised some interesting problems for the'major 
oflnmg and marketing interests in France. The nature of these problems arid one' 
/hat the solutions should be are revealed in a letter dated. March 26, 1947, from R. Andre, 
u’d Francaiso des Petrolcs (a Standard of New Jersey subsidiary which operates in 
lan^nof Standard (New Jersey). Mr. Harden at that time was in London negotiating 

1 u ^ groups regarding the new agreement. Mr. Andre had received information about * 
L he was passing this on to Mr. Harden along with his own impressions of the situation, 
follows: 

feeling that the establishment of a connection between the level to which the Iraq production 
e (milH of CFP in France should be avoided, as this is a point on which CFP will be very 
^bovc, the CFP people feel they are entitled to dispose of their share of wealth and they 
sswle to be excluded from taking rank among the international companies and from being 
itinental France part of the produaion of their refineries. This is one of the reasons why 
tg to augment the volume of their refineries, considering this pdicy cannot be interpreted 
inger to the position of their confreres in France. But they feel it is more advantageous for 
reduction of their refineries in France than to erect new refineries in other parts of the world, 
be more of a danger to international trade. 

•re rather Inadvisable to adopt a policy tending to limit CFP strictly to the French market as, 
i^ould DC an increasing tendency on the part of the French Government to protect 
_s of arbitrary measures. Such measures could not be applied to any other but the 
U seems preferable, in the end, to be faced with a free competition on the part of CFP rather 
ion supported directly or indirectly by the French Government for the internal market.”' 

aent and Supplemental Documents, op. cit., and memorandum regard'Sug- heads^of' 

greed to construct a 30 to 32 inch pipeline from Kirkuk to Banias on the Mediterranean^ 
this lino began early In 1951 and the entire project is scheduled for completion in li952. 
o.in addition to the double 12-inch lines completed in 1934, and the double 16-lnch linea 
cd In 1949. 

lent, op. cit., and memorandum regarding Heads of Agreement, op. ctt. 
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In gonoral, the groups assured Gulbonkian of an outlet for his oil. 

Each of the four major groups, agreed to enter into separate contracts 
whereby each major group would become directly responsible for 
taking its qu6ta of Gulbenkian oil. The contract of each major group 
was considered to bo a series of separate contracts in respect of each 
yoar.®^ As to his basic proportion of oil (his 5 percent share), Gulbon- 
kian has an option of deciding whether he wants the other groups to 
buy. The option arises in this manner. In August or September of 
each year, an export, using world market prices for the first half of 
the year as a basis, fixes a price which the groups are to offer Gulbon- 
kian for his oil in the following calendar year. When this offer is 
made, Gulbenkian has the right to accept or reject the offer but he 
must treat all groups alike.'’^ However, Gulbonkian’s “special over 
requirement” oil (oil in excess of his 5 percent basic proportion), 
which, of course, will end in 1966, must bo sold to the groups. The 
profit margin on this oil, which is the difference between the “half- 
way’' price (sec above), and the expert’s price, is to be paid to Gulben- 
kian in dollars. In addition, all the groups agreed to pay Gulbenkian 
the expert’s price in dollars for his 1949 oil, and Standard and Socony 
further agreed to pay Gulbonkian dollars for all oil purchased from 
him up to the time he begins to receive “special allocation oil.” 

Altogether from the point of view of the American companies, the 
1948 agreement was a substantial improvement over the red-lino agree- 
ment in that many of the restrictions upon individual action were 
eliminated. It was likewise an improvement from the point of view 
of CFP, since it could now request production of crude oil to meet its 
requirements even though this might be in excess of its proportionate 
share of IPG production. ISlevcrthcloss, the groups did not attain 
complete freedom of action. The limitations upon the disposal of oil 
have heretofore boon noted. In the case of concessions owned by a 
group company and lost otherwise than by expiration or abandon- 
ment, if any group wished to try to recover the concession, then all 
groups were bound to cooperate for a period not to exceed 5 years in 
an endeavor to reacquire the concession, with a further extension of 
not more than 5 years if negotiations wore interrupted by war. The 
parent companies and all their associated companies were bound by 
this provision. Also, under the now agreement (heads of agreement), 

IPC and its associated companies could not operate outside the red-line 
area. Thus, the restrictions on the growth and expansion of the joint 
venture were retained while, as noted above, most of the restrictions 
on the individual groups were removed. This would appear to give 
an advantage to Anglo-Iranian, Shell, Standard, and Socony, who have 
extensive interests outside the red-line area, over CFP and Gulbenkian 
whose most important oil interests are the IPC venture. 

SOME POSTWAR MANAGEMENT POLICIES AND PROBLEMS 

Following the end of' World War II, the IPC and its member groups 
wore confronted with a number of problems which necessitated new 
I improvisations and adaptations of its basic policies. 

Under the previous agreements, Gulbonkian sold his oil to CFP, which in turn sold one-quarter oj the 
oil to each of the other major groups. 

fis Memorandum regarding heads of agreement, op. cit. , „ . . •*. 

Heads of Agroemont, op. cit., p. 41 ), and memorandum regarding Hoads of Agreement, op. eit. 

fs Memorandum regarding IPC group agreement, op. cit. 
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obtained the Tripoli refinery early in 1946, the groups 
Lve any breach of the red-lino agreement that would re- 
operations of the plant by IPC.®* This appears to be 
that IPC engaged directly in refining and marketing 
alnd the price and distribution policies which it adopted 
in that they indicate the way in which operations of 
' to mesh with the policies and plans of the individual 
Moreover, and this is perhaps more important^ the 
iribution policies adopted by IPC make it unmistakably 
3 underlying motives and intentions of the IPC groups 
prices in line, maintain strict controls over the distribu- 
'keting of the products of the Tripoli refinery, and, in 
■jite in accordance with cartel principles. 
policy. —Mter deciding to operate the Tripoli refinery, 
lem which IPC had to solve concerned the prices to be 
surplus fuel oil and unrefined benzine. A Near East 
icmmittee made up of representatives of Anglo-Iranian, 
md Socony studied the problem and decided that the 
uction of fuel oil at Tripoli should be sold at the “low” 
.gram quotations for C grade fuel oil f. o. b. the United 
and that a price of 31/2d per ton would be charged without 
tit differential.’^ As for surplus unrefined benzine, it 
Id at the “low” of Platt’s Oilgram quotations for GO 
le f. o. b. the United States Gulf, with a deduction for 
alent to one-sixth of the price. ^ Apparently, these were 
(tes that were charged by the Haifa refinery, for only a 
|)efore the local managements of Socony and Shell had 
that the prices at Tripoli bo on the same basis as prices 
refinery.* Thus, the price policy of IPC was made to 
he policies followed by the owning groups’ marketing 
in the Middle East. 

distribution. — The specific problem that IPC was con- 
[was, to whom should IPC sell its products? To solve 
i the IPC groups agreed in March 1946 that a local 
iS to bo set up in Cairo, Egypt, consisting of representa- 


itrqleum Co., Ltd., and affiliated companies. 

;oeting, October 11, 1945, and cabl#^ from J. Skliros to Mr. Stuckoy, November 23, 1345. 

' meetings, .January 17, 1946. The red-line agreement prohibited IPC from engaging 
:ting operations. => o » 

IPC, at the request of the British Government, converted stabilization plants at 
plant in order to supply petroleum products to the British Army in Iraq. However, 
Id to Angio-Iranian which, in turn, sold them to the military authorities. IPO also 
1 to the British Admiralty in 1943 but the oil was first sold to the groups in their basic 
groups then resold it to the Admiralty. Thus, IPC had successfully evaded engaging 
ting until it obtained the Tripoli plant. Notes on IPO and Affiliated Companies . 
leoting held March 14, 1946, and minutes of group meeting, M,arch 14, 1946. 

|eeting held October 14, 1945. 

as noted previously, is owned by Consolidated Refineries, Ltd., which, in turn, is 
and Anglo-Iranian. Socony also had processing rights at the Haifa refinery. 
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' tives of tho three marketing companies associated with the groups 
who, acting as ag’onts for all the groups, would instruct the IPC 
regarding the distribution of products from the Tripoli refinery.* 
It was also agreed that a committee of group representatives should 
meet and draft instructions for the Cairo committee.® 

The instructions drafted were basically rules for allocating the 
output of the Tripoli refinery Tho Cairo conamittec, which repre- 
sented the IPC groups was given authority to withhold supplies from 
any marketer. This enabled the committee to exorcise complete 
control over the prices charged. In the form letter which the com- 
mittee was to send to the refinery manager at the beginning of each 
quarter, the names of the local marketers, a description of tho product, 
the quantity, and the price to bo charged wore all set out in four orderly 
columns. The instructions, made it unmistakably clear that only 
those marketers who wore approved by_ the committee would be 
permitted to obtain products from the Tripoli refinery. 

SUMMARY 


Tho history and development of tho Iraq Petroleum Co., Ltd., is a 
striking illustration of tho evolution of joint control through common 
ownership. By operating through the common ownership mechanism, 
the major international companies were able effectively to restrain^ 
competition. . • 

IPC was not operated as an independent profit-making company. 
It was essentially a partnership for producing and sharing crude oil 
among its owners. Its profits were kept at a nominal level as a 
result of the practice of charging tho member groups an arbitrarily 
low price for crude — a practice which reduced IPC’s tax liability_ to 
the British Government and permitted tho refining and marketing 
subsidiaries of the groups to capture the major share of the profits 
resulting from IPC’s operations. 

Although the origin of IPC dates back to the early 1900’s, it did 
not become important in world oil circles until after World War I. 
Bestrictive arrangements came early in the life of the company, e. g., 
the Foreign Office agreement of 1914. For tho most part, however, 
the significant restrictions wore not developed until the midtwenties. 

In the early twenties, when the American oil companies first became 
interested in oil concessions in the Middle East, they placed great 
emphasis on what was termed tho “open door” policy, and, in fact. 


4 Miniitos of group meeting March 14, 194G. 

6 Notes on gi'ouD mooting March 14, 1946. .,T-r>r^ 

« The letter of Instruction named the members of the Cairo committee and reminded them that IPC was 
entitled to all the products manufactured in tho Tripoli reflnory. More, important instructions were as 

follows^ suggested that you and the other gentlemen above referred to should constitute yourselves an 
informal committee and should write a letter prior to the first day of each quarter to the refinery manager of 
the Iraq Petroleum Co., Ltd., at Triploi instructing him as to the Quantities of each product which he should 
deliver and invoice io each separate Syrian or Lebanese local marketer for the ensuing quarter. The form of the 

letter which it is suggested you should address to tho Tripoli rofincTy is attached. 

'‘In allocating supplies from the refinery to marketers in Syria and Lebanon you will, of course, have regard io 
the supplies from this source which they have hitherto respectively enjoyed, but you are not thereby ;precludedfrom 
admitting other marketers, to participate in the products of the refinery, if you think fit. Wc accordingly authorize 
the committee to deal on behalf of this company with a request of tho Syrian Government (rcceivod through 
the Lebanese Govermnent) to admit other persons to tho privileges hitherto enjoyed only by the members of 
the G. P. S. L. which will be forwarded to you by IPO. _ . _ * ^ 4 -u 

“Should the Tripoli refinery manufacture any product or products in excess of the requirements of the 
local market, these will bo disposed of by arrangoraonts made between the Iraq Petroleum Co., Ltd. , and the 
shareholders, who will issue their instructions with rc^rd to such disposal direct to the. manager of the 

"^Quotodfiw^a letter from G’Arcy Exploration Co., Ltd., to D. R. Mackintosh, Shell Oo. of Egypt, Ltd., 
June 19, 1940. [Italics added.) 
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made the acceptance of this policy a sine quo non of their participa- ' 
tion in IPC. In this, they wore actively supported by the ^American 
Governmen In its initial stages the “open door” policy was broadly 
interpreted to moan freedom for any company to obtain, without 
discrimination, oil concessions in mandated areas, particularly in 
Mesopotam a. It was designed to promote active competition among 
the various companies for oil concessions and to prevent the estab- 
lishment of a monopoly of oil rights. However, the “open door” was 
gradually closed by a series of deliberate and systematic acts on the 
part of the covners of IPC. The first of these acts was the concession 
agreement between TPC (later IPC) ^ and the Iraq Government of 
March 14, V}25, which made it practically impossible for a nonmember 
of IPC to obtain a lease or concession in the areas that were to be 
opened for competitive bidding. Competition for these areas was 
Ganged from public or auction bidding to seahid bidding; with IPC 
given the authority to open the sealed bids and make the awards. 
In the orig nal “open door” plan, IPC had been prohibited from 
bidding on plots to be offered at public auction. .This prohibition, 
however, wi,s omitted from the 1925 concession agreement. Thus, 
IPC was enabled to outbid any outsider, since (a) under the con- 
cession agreement all proceeds from bidding were to go to IPC, and 
(b) IPC had the right, upon meeting any submitted bid, to award 
^ the coheession to itself, Secondly, when the groups signed the red- 
line agreement in 1928 and agreed not to bo interested in the pro- 
duction or purchase of oil in the defined area other than through the 
IPC, they fu ether closed the “open door” insofar as their own activities 
were concerned. Finally, the concession agreement of 1931 closed 
the door not only on the groups themselves, but on all others as well 
by oliminatiig all references to a selection of plots to be offered out- 
siders, thus giving IPC a monopoly over a large area of Iraq. The 
“open-door” policy which had been so strongly advanced was dis- 
carded in suasequent years without a single test of its adequacy as a 
practical operating principle. 

During the period between 1922, when the “open door” policy was 
first advanced, and 1927, when it was in the process of being discarded, 
radical changes took place in the world oil situation. The fears of an 
oil shortage which were so widespread in 1922 were drowned in a sur- 
plus of oil. Instead of competing for the development of oil resources, 
the intornatimal companies turned their attention to limiting output 
and allocating world oil markets.® 

_ With the admission in 1928 of the American group to a share 
interest in 11 ^C, four of the largo international oil companies (Anglo- 
Iranian, Royal Dutch-Shell, Standard Oil Co. (New Jersey), and 
Socony-Vacuum) were united for the first time in a joint venture. 
The American group, acting as a unit through the Near East Develop- 
ment Corp. (NEDC), along with Anglo-Iranian and Royal Dutch- 
Shell, comprised the three major groups necessary to control and shape 
the operating policies of IPC.® 

An important restrictive feature of the IPC was the red-line agree- 
ment of 1928, which prevented the member groups of IPC from com- 
peting with themselves and with IPC for concessions in an area which 

I Turkish Petroloiim Co., Ltd., changed its name to Iraq Petroleum Co., Ltd. (IPC), in 1929. 

» See ohs. VITI and IX. 

• Eesolutions coul 1 be passed at a board meeting only if three major groups voted favorably. The otlier 
major group was CFP. 
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included most of tlio old Ottoman Empire. One writer in commenting 
upon the rod-lino agreoment stated: 

This agroemont is an outstanding example of a restrictive combination for the 
■control of a large portion of the world’s oil supply by a group of companies which 
together dominate the world market for this commodity 

Although the strongest proponents of the red-lino agreement were the 
French and Gulbenkian, the Big Three wore not unalterably opposed 
to its adoption. The American group, although opposed to the red 
line when first advanced, later agreed to its adoption. 

The red line gave adequate protection against independent action 
by the groups within IPC, as was evidenced by IPC’s refusal to permit 
Gulf Oil Corp. from exercising its option to purchase a concession m 
Bahrein. However, there was a loophole in the agreement in that it 
did not prevent nonmombers from seeking concessions within Bio i^d- 
liUe area. When an independent organization, the British Oil De- 
velopment Co. (BOD), obtained a concession in the Mosul area of 
Iraq, and when another outsider, Standard of California, obtained 
concessions in Bahrein and Saudi Arabia, IPC began to secure as 
many concessions as possible witliin the red-line area, principally lor 
the purpose of keeping them out of the hands of competitors. To 
offset the BOD and Standard of California’s encroachments in the . 
red-lino area, IPC subsequently obtained control of the BOD conco^ 
sion by secretly purchasing its shares, while the Big Throe attempted 
to come to an understanding witli Standard of California regarding 
the Bahrein and Saudi Arabian concessions. 

But the red-line agreoment proved to be a serious handicap to the 
Big Three in their efforts to make a deal witli Standard of California. 

It was a handicap to tlio Big Tiirec because the French and Gulbenkian 
were unwilling to waive their rights under the rod-lino agreement 
which entitled them to tlieir pro rata share of any concessions, of any 
crude produced, or of any products derived from crude produced 
within the red-line area. The Big Throe tried, oitlier individually or 
collectively, for almost 7 years, to alter the red-line agreement in such 
a way that they would be able to neutralize the competitive effects of 
.Standard of California’s operations, with, however, only pa.rBm 
success. When World War II interrupted negotiations, the IPC 
groups had reached a temporary understanding among themselves 
in the form of an agency agreement for purchasing Bahrein’s prod.uc- 
tion. This arrangement, however, foil far short of their real objective, 
which was a partnership agreement with Standard of California and 
Texas Co.“ covering the Arabian ooncossion. 

During the war, the rod-line agroemont was more or loss put aside. 

Some of the groups, like CFP and Gulbenkian, were considered 
enemies and could not share in IPC’s production nor actively pai^- 
ipate in the management of the company. Otiicrs, like Standard Oii 
Co. (New Jersey), could not lift their sliare of crude because^ 

; shipping restrictions. Despite the disruptions of tlie war, II^ 

' followed its ostablislied price policy which assured a low price to, the 
groups able to take IPC crude, although such a policy was of course 
unfavorable to the interests of tlie inactive parties. 

At the end of the war, CFP and Gulbenkian wore reinstated and the 
question of reaffirming the rod-line agreement became a pressing issue. 

w Mikcscll and Chenery, Arabian Oil, p. 46. . , 

Ths Texas Co. had obtained an interest in the Arabian concession in 101b. 
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m group, instead of reafhrming the agreement, declared 
because {a) some of the owners had been enemies during- 
(6)its restrictive provisions violated the American anti-trust 
list also bo remembered that at this time, Jersey Standard 
-■■Vacuum (the American group in IPC) were extremely 
purchase an interest in the Arabia, n American Oil Co. 
-le cornpany which lield the Standard of California and 
concession in Saudi Arabia. It was the rod-line agreement 
the war had blocked their efforts to secure a participa- 
samc concessions, the value of which had increased im- 
i[ing the war. It not only had been proved, but had 
ito one of the world’s most important oil concessions, 
e red-lino agreement hung around their necks like a mill- 
jig Three were_ placed in the role ol’ unwilling outsiders, 
■ndard of California develop this great new area, with 
itrous effects on world price and markets, 
declaration by the American group that the red-line 
|as dissolved, the French (CFP) filed, a suit in the British 
^orce the agreement and to obtain their proportionate^ 
interest which the American group might secure in 
it in November 1948, before the court case came to 
agreenient was negotiated freeing the IPC groups from 
} restrictive provisions of the red -line agreement and' 
;ae American group to purchase an interest in Aramco. 

;] cement made it somewhat easier for a member of IPC 
m excess of its pro rata share. This was of considerable 
P, which for years had desired more oil from IPC, but 
L-line agreement was permitted to take only its pro rata 
!’s production, as determined by the majority of the 


new agreement, the groups were free to engage not only 
but also in common ownership arrangements in other 
le red-lino area. The groups continued to obtain crude 
•ily low price,_ and the Big Three retained their position, 
br IPC’s policies and management. 

id War II, when the exigencies of the moment made it 
IPC to operate a refinery at Tripoli, the major groups 
lOTtsdly acted together to control the prices and the dis- 
me refinery’s products in such a manner as to discriminate 
lers and further the interests of the miajor groups’ market- 
ions. 

y, the fundamental purposes and objectives of IPC were 
the French in a confidential document: 


ktion of IPC and the execution of the red-line agreement marked 
a Jong term plan for the world control and distribution of oil 


The incorpor! 
the beginning t 
in the Near Easi 

IPC was so operated as: 

^ avoid any publicity which might jeopardize the long term plan or 
mtelrests of the groups * * 


ms, a rnemorandura prepared ty CPP, for consideration by tbo major groups In relation 
!e the war, February 27, 1947. . j 6 i 
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CHAPTER V 

OTHER COMMON OWNERSHIPS IN THE MIDDLE EAST 

In addition to IPC, other joint ventures of major importance in 
ithe Middle East are the Arabian American Oil Co. and the Kuwait 
‘Oil Co., Ltd. The com.bined average daily crude production of these 
■companies, in 1950, was approximately 900,000 barrels, which Was 
more than one-half of total production in the Middle East and about 
8 6 percent of world production,^ Undoubtedly, these companies, be- 
cause of their vast flush fields, will be important suppliers of petroleum 
for many years to come. 


THE ARABIAN AMERICAN OIL CO. 

The Arabian Am.erican Oil Co. has extensive oil operations in Saudi 
Arabia, and, except for the Bahrein Petroleum Co.’s operations on 
Bahrein Island, is the only company holding an important oil con- 
.cession in the Middle East that is exclusively American-owned and 

^^In^ recent years the Arabian American Oil Co. (hereafter called 
A.ramco) has increased its operations to such a point that, in 1950, it 
accounted for 5.3 percent of world production and about 35 percent 
of all production in the Middle East.^ Although Aramco did not dis- 
cover oil in Saudi Arabia until 1938, production increased from an 
;average of 11,000 barrels per day in 1939 to 647,000 in 1950,® which 
m.ade it the second largest producer of oil in the Middle East, exceeded 
only by the operations of Anglo-Iranian in Iran.^ The rapid develop- 
ment by Aram.co of the oil resources of Saudi Arabia can be traced 
-directly to the ingenuity and persistence on the part of the participat- 
ing Am.erican companies in the face of numerous obstacles. The rapid 
growth of Aramco’s production is shown below;' 

Vckciv Barrels daily 

1 939 — - 11,000 

1940 15 , 000 

1941 12 , 000 

1942 12,000 

1943 13 , 000 

1944 21 , 000 

1946 59,000 

1946 — - 165.000 

The original Aramco concession.- 


Year— Continued. 

1947 246, 000 

1948 390, 000 

1949 477, 000 

I960.. 647,000 

1961; 

First 6 months 671, 251 

May 739,780 

Juno 768, 705 

- —After Standard Oil Co. of Cali- 
fornia discovered oil on Bahrein in 1932, interest immediately shifted 
to Saudi Arabia, where it was believed the same geological formations 

I World Potroloum, January 1951, p. 41. 

a Summary Middle East Oil Developmonc, by Arabian American Oil Go. and World Petroleum, Janu- 
ary 1961. 

• ^ura^munSV^Mbldle East Oil Developments, by Arabian American Oil Oo. for years 1930-46; 
ilor 1047-50, Bureau ol Mines; and (or 1951, Platt’s Oilgram Nows Service, July 12, 1951. 
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existed.® Such an attractive oil prospect interested IPC as well as 
Standard of California, and competition for the concession was keen, 
with Standard of California winning out in the bidding.^ 

The concession granted to Standard Oil Co. of California on May 29, 
1933, and assigned to California Arabian Standard Oil Co.,* a wholly 
owned subsidiary, on December 29, 1933, covered approximately 
360,000 square miles, an area cornparable in size to the States of 
Washington and Oregon.® In addition, the company was given a 
preference riglit to acquire additional oil concessions in Saudi Arabia 
by meeting tlie tci-ms of any other offers made to the Government.'®' 
The concession agreement was to run for 66 years. 

As conside-ation for the concession, the company was to make an 
initial loan ol 30,000 pounds, in gold or its equivalent, plus an annual 
payment of 5,000 pounds, payable in advance; and, if the agreenient 
was not terminated in 18 months, the company was to make a second 
loan of 20,00) pounds." The loans were not repayable and were to 
be recovered by deductions from royalties." Upon discovery of oil 
in commercial quantities, the com_pany was to advance the Govern- 
ment 50,000 pounds and a similar ammunt was to be paid 1 year 
later— both p lyments to be recovei-able by deductions from royalties.'®' 
On all oil produced, the company was to pay a royalty per ton of 
4 shillings go d or its equivalent. ' If paid in dollars,' adjustments for 
changes in the exchange rate between dollars and 4 shillings gold 
wore to be made in accordance with a formula set forth in the 
agreement.'* 

The company was required to erect a refinery to suppljr the Gov- 
ernment with sufficient gasoline and kerosene to meet ordinary re- 
quiremonts,_ a,nd it was understood that ordinary requirements 
was not to in dude resale of products inside or outside the, country.'^ 
To moot thesi “ordinary requirements” the companjq iipon comple- 
tion of the refinery, was to supply free to the Government 200,000 
gallons of gas(dine and 100,000 gallons of kerosene annually. 

The Texas Co. obtains a 50-percent interest in the Arabian concession . — 
In 1936, the Standard Oil Co. of California and the Texas Co. made 
an agreement whereby the Texas Co. received a 50-porcent interest 
in the Saudi 'Arabia and Bahrein concessions (held by Standard of 
California) and, in return. Standard of California, received a 50- 
percent interest in the Texas Co.’s far eastern marketing facilities. 

• The Bahrein concession and the conditions under whicJi It wns obtained have been previously noted. 
See p. 71 fl. 

' Sec Collier’s, August 18, 1945, All the King's Oil, an article by Marquis Childs, for an interesting and " 
colorful account of hoKv Standard of California obtained the concession. 

The Now York Tiiincs, July 16, 1933, p. 1, reported that fear of British political control was a factor in 
Inauencing King Ibn Saud to award the concession to an American company. 

The following comr rent was made in 1938 by the general manager of IPC to NEDC’S representative on 
the IPO board; "• * • there was a time when you were all sure that there could be no oil at all in 
Bahrein. And, os for Hasa (Hosa was that section of Arabia whore the eon cession area was located), I told 
the. groups that that concession would bo theirs within 48 hours if they pla.nko.d down £60,000 (gold) ; they 
replied that I was far too hastv— 'Try Ibn Sind with .£30,000 sterling’; within 48 hours California de- 
posited £60,000 (gold I and walked away with it.” Apparently IPO was too conservative in its bidding 
From a letter by 1. Shliros to U. W. Sellers, October 31, 1935:, 

• The name of Calif )rnia Arabian Standard Oil Co. was changed to Arabian American Oil Co. (Aramco) • 
on January 31, 1944. 

• Arabian Oil, op, cit., n. 52. One source gives the size of the area as approximately 162,000,000 acres. 
See Investigation of tlic National Defense Program, hearings before a Special Committee Investigating the • 
National Defense Program, U. S. Senate, ROth Cong., 1st sess., pursuant to S. Bos. 46, pt. 41, p. 24724. 

>» Private letter agrwment between Saudi Arabian Government and Arabian- American Oil Co., May 29, 
1933. , 1 , 
n All payments worr to bo in gold or its equivalent. 

n Original conccssloi i agreement between Saudi-Arabian Government and Standard Oil Co. of California. 
May 20 , 1933. 

‘3 Ibid. In 1950, the royalty amounted to about 34 cents per barrel. 

» Ibid. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

THE INTERNATIONAL PETROLEUM CARTEL 115 


To understand the signifioance and reasons for this merger, it is 
noccssfliry to review briefly some of the events that ^ preceded it. 
Prior to the discovery of oil in Bahrein by the Standard of California 
in 1932, the world oil situation was being molded to conform to a 
definite pattern of cooperation, which included lirnitations on pro- 
duction, sharing of markets, and stabilization of prices.'® 

Bahrein discovery was a disturbing evpt. Standard of California 
was a newcomer, and as one source put it 


* * * what each largo oil group fears more than anything else is the entry 

of a powerful newcomer in the established order of world oil markets. i* 

'riic Bahrein operation was immediately recognized as a threa.t to 
the world stabilization plans of Anglo-Iranian, Shell, and. Jersey 
Standard, and these companies lost no time in trying to work out a 
marketing agreement with Standard of California which would 
neutralize the effect of Bahrein crude.'® However, these negotiations 
failed,'® and Standard of California proceeded, in 1935-36, to construct 
a refinery at Bahrein, which, however, presented it with tlie problem 
of finding a market for refined products. For some years Standard of 
California had depended on Socdnv-Vacuum to market its products 
in the Far East,“ and it liad not itself developed any foreign maiiceting 
facilities or mar.kcting position outside, of the United States.^ Standard 
of California, therefore,, was not recognized as being entitled to an 
established marketing position under the cartel arrangements which 

controlled world markets.^' , c i i ^ i 

The Big Three international oil companies were lonrlui that Stand- 
ard of California would force Bahrein products into world markets 
hy reducing prices, a course of action which, however, woiikl ho 
detrimcntal to Standard of California’s own interests in the. United 
States.''.® Such was the position of Standard of California in 1936, 
prior to its merger with the Texas Co. , c 

Standard of California evidently concluded that the way out ol the 
dilemma was to purchase existing marlcoting organizations and t.hus 
obtain a marketing position which would make it possible to market 
Bahricn products without baving to grant price concessions. Early 
in 1936, Standard of California opened negotiations with the Texas 
Co for an interest in its far oastci'n marketing facilities. Tlio Texas 
Co. had developed markets in Europe, China, Australasia, Africa, 
and other areas in the Far East and had supplied these markets with 
products from the United States. Thus it was to the mutual advant- 
age of Texas and Standai-d of California to merge those interests — 
Texas to obtain a source of supply nearer than America, and Standard 
of California to obtain an outlet for Bahrein products. In reference 


n These are cLiseu.ssod in detail in chs. VIII and IX of this report. 

The Petroleum Times, London, May 2, 193S, p. 503. 

'« ThrriFo\rfoniioS*c^ with the Bahrein problem have been discussed in cli. IV, See 

In tiu- Petrolonm Times. May 2, 1030, p. .’ilB, indicated that tlio railure miRlit liayo bemi duo 
to tlm refusal of the, European cartels to agree to their (referring to K. II. Kingsbury and James Moffett of 
Standard of California) desires concerning a controlled market for Dahroln crude. 

n TSe™as^is” mrmgwncntsl' as they were toiown, provided for the allocation of worid markets among 
cxistlrfg mar keting organUations in accordance with the marketing positions held m 1928 in each market. 
Sec. chs VIII and IX for a discussion of these arrangements. ^ ^ 

22 The Petroleum Times, February 20, 1937, p. 283. The discussion is m rofereiiOT to Caltox a few months 
after the Oalifornia-Tcxas merger, bu t the reasoning is just as applicable U) conditions before the merger 
One commentator also indicated that E. B. Kingsbury, president of Standard of Caldoniia, and V alter 
TeaSe, president of Jersoy Standard, had iwi'sonal diifcrenoes and were nciyr recOTcilcd '.h>s 
made things more difflcult for Standard of Oahlornia. Sec Fortune, 1 he Oieat, Oil IJcals, op, at. 
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to a report that negotiations between Texas and Standard of Cali- 
fornia were proceeding, one commentator stated: 

Some such move would not bo unlikely, following the failure to come to terms 
on a marketing agreement for Bahrein crude with the other international 
powers. ♦ * * 23 

On July L, 1936, an ^reement was made between Standard of 
California and the Texas Co., whereby Standard of California received 
a one-half interest in the Texas Co.’s marketing facilities east of Suez 
and the Texas Co. a one-half interest in the Bahrein concession and 
facilities. Later, in December 1936, an additional arrangement was 
completed by Standard of Calfornia and the Texas Co. under which the 
Texas Co. reseived a one-half interest in California Arabian Standard 
Oil Co. (not"^ Aramco), holder of the Saudi- Arabian concession. As 
consideration, the Texas Co. agreed to pay $3 million in ‘cash and 
$18 million ih deferred payments to be paid out of .A.rabian production. 

Standard of California now had a marketing outlet for Bahrein 
products anci for any production that might be developed by Aramco 
in Saudi Arabia. In commenting upon the California-Texas arrange- 
ment the Pe Toleum Times stated that — 

it is a natural outcome of the failure of the Standard of California to reach an 
agreement with the Royal Dutch-Shell, Jersey Standard, and Anglo-Iranian 
groups late las ; year when a series of conferences wore held.®’ 

The same source went on to point out that from the standpoint — 

* * * of world oil circles the advantage of this merger is that, both companies 
being sound, stable and conservatively managed, it assures that Bahrein pro- 
duction, as well as any output that may eventually come from countries now 
being dovelopo 1 by Standard of California, will have assured and regulated outlets 
and will so lessen any possible danger of upsetting the equilibrium of international 
markets.^'’ 
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Id oil circles the advantage of this merger is that, both companies 
table and conservatively managed, it assures that Bahrein pro- 
11 as any output that may eventually come from countries now 
1 by Standard of California, will have assured and regulated outlets 
m any possible danger of upsetting the equilibrium of international 

should be noted that Standard of California’s outlets 
t of Suez — a factor which turned out to be of considerable 

vred in Saudi Arabia and a su'p'plemental agreement 
Indor the original concession agreement with Saudi 
ration work was to commence by September 1933. Test 
■egun in 1934. At first the results were discouraging, but, 
6, 1938, oil was discovered in commercial quantities in 
a field. 'There then ensued a rush by various parties, 
■ejiresentatives of the Axis nations (Germany, Italy, and 
tain a concession in Saudi Arabia. IPC was also on the 


Times, May 16, 1936, p. 626. 

the National Defense Program, op. oit., pp. 24830, 24837; and Moody’s Industrials, 

i)sidiaries in which Standard of California obtained a 50-porc(mt interest were the Texas 
.td., the Texas Co. (China), Ltd. the Texas Co. (India), Ltd., the Texas Co. (South 


sidiary of Bahrein Petroleum Co., Ltd., was formed, called California Texas Oil Co., 
0 this company was transferred control of the marketing facilities. 

-rials, 1950, p. 2810. In addition, for the consideration, Te.xas received a 50-pcrcent 
lerlandsche Petroleum MaatschappiJ, which held a concession in Sumatra, and a 20-por- 
^ Ncderlandschc Nieuw Guiiioe Petroleum Maatschappij, which hold a concession In 
In the same transaction the Texas Co. gave Standard of California an option to pur- 
marketing facilities in Europe. The option lapsed in 1939; but, in December 1946, 
o. $28 million for these facilities. See Fortune, op. cit. 
rimes, July 4, 1936, p. 8. 
idod.] 

lie East Oil Developments, op. cit., and supplemental agreement between Saudi 
It and California Arabian Standard Oil Co., May 31, 1939. 
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scene with offers^® But the California Arabian Standard Oil Co. was 
the successful bidder, and on May 31, 1939, a supplemental agreement 
was concluded between the company and the Saudi Arabian Govern- 
ment, which added approximately 80,000 square miles to the original 
concession area. This increased the total concession area held for the 
exclusive use of the company to about 440,000 square miles, equal 
to about onersixth the area of the United States. 

For extending the territory and making other modifications in the 
original concession agreement, the company agreed to pay the Saudi 
Arabian Government 140,000 English pounds in gold, or its equivalent, 
at the time the supplementary agreement became effective. In addi- 
tion, the company was to pay an annual rental of 20,000 English 
pounds in gold, or its equivalent, until oil was discovered in the 
“additional area” in commercial quantities or until the company 
relinquished the aroa.®^ However, if oil wore discovered in the addi- 
tional areas, the company was to pay 100,000 English pounds in gold, 
or its equivalent, and increase the quantity of free gasoline and kero- 
sene supplied to the government.®^ No change was made in the per 
ton royalty payments, but the terms of the concession were extended 
for 60 years, dating from 1939. 

Developments during World War II. — Following' the discovery of 
oil in Saudi .A.rabia, in 1938, further drilling and exploration work con- 
tinued, and by the end of 1941 three important oil fields had been dis- 
covered.®® For a time crude oil was barged to the refinery on Bahrein, 
which was located about 25 miles off the mainland of Saudi Arabia. 
But additional facilities were necessary, and, by 1939, a deep-water 
loading terminal and storage facilities had been constructed at Ras 
Tanura (on the Persian Gulf), and a pipeline was completed from the 
producing fields to the loading terminal.®^ In 1940, a small refinery 
of 3,000 barrels daily capacity was constructed at Ras Tanura to sup- 
ply the local requirements of the government and the company. Ex- 
cept for a large refinery constructed at Ras Tanura in 1943-45 as a 
military project, and an underwater pipeline from the Arabian fields 
to the Bahrein refinery, there wore few new developments made by 
Aramco until the end of the war.®® 

Novortholeas, by 1941, sufficient exploration and development work 
had been copapletod to prove beyond question the existence of vast 
oil reserves in the Aramco concession. Although Aramco’s produc- 
tion in 1940-41 was small, ranging from 12,000 to 15,000 barrels per 
day, one individual long associated with Aramco indicated that, in 
1941, Aramco could have produced from 100,000 to 200,000 barrels 
per day.®® Thus the owners of Aramco, i. e.. Standard of California 
and the Texas Co., were faced with the problem of finding an outlet 
for an extremely large quantity of oil. 


2® Arabian Oil, by Mikosell & Chenory, p. 53. 

30 Summary Middle East Oil Developments, op. clt., Arabian Oil, op. cit. p. 53, and supplemental agree- 
ment, op. clt. 

A part of the new territory over which Standard of California obtained concession rights under the 
supplemental agroomont, lnclud?d Saudi Arabia’s undivided half-interest in the Saudi Arab- Kuwait and 
Saudi Arab-Iraq neutral zones. Supplemental agreomont, art. 4. 

32 Supplemental agreement, art. 8. 

33 Summary Middle East Oil Developments, op. olt. ^ 

34 Arabian Oil, op. cit., p. 61. 

Summary Middle East Oil Developments, op. cit. Actually the name of the company holding the con- 
cession at this pme was California Arabian Standard Oil Co. (called Calarabian) and its name was not 
changed to Arabian American Oil Oo. (Aramco) until 1044, but for the sake of clarity, Aramco is used. 

™ See testimony of James A. Moffett in Investigation of National Defense Program, op. olt., p. 24714. 
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e owners of Aramco offered to sell petroleum products 
States Government at reduced prices if certain specified 
re met.®’’ Briefly, the more important conditions were 
I|rnitod States Government would advance $6,000,000 
years to the King of Saudi Arabia, then Aramco would 
the King to prodxice the products ($6,000,000 worth 
deliver them to the United States Government, f. o. b. 
n Gulf, for the account of the King, In essence, it was 
4red arrangement; the advance payments would give 
* to the King of Saudi Arabia, the United States Govern- 
(j»btain petroleum products at special prices, and Aramco 
market for its products as well as relief from the burden 
rthcr advances to the King against future royalties.®® 
3 of products and the offering prices w-ere as follows: 
i|rels gasoline at 3% cents per gallon, 2,660,000 barrels 
75 cents per barrel, 3,400,000 barrels fuel oil at 40 cents 
Another condition of the offer stated that — 
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Settlements, Cli 


taken under this arrangement, except that taken for use by the 
Navy or other United States Government purposes within the 
>6 to be moved outside an area approximately defined as follows: 

Coast of Africa, South Africa, Australasia, India, the Straits 
ina, Japan and possibly the Philippines.^ 
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that under the above provision, no private sales were to 
the United States Government for use in the excluded 
excluded areas were precisely the same areas “oast of 
by the joint subsidiaries of Texas and Standard of Cali- 
marketed Bahrein and Aramco oil.'*^ An explanation 
ales in the excluded areas was given by James Moffett, 
ban of the board of Bahrein Petroleum Co., Ltd., and 
ned subsidiary, Caltcx,*^ before a special Senate committee 
'it was his view that Bahrein and Caltex had their full 
markets and if the government made sales in the area 
b that much elsewhere and did not give the relief.” 
piore sales of Bahrein and Aramco products, could be 
by finding markets outside the restricted or excluded 
offett stated that Bahrein and Caltex had “cartel” ar- 
the British Empire territory and that “* * * they 

percentage in that market * * *” Specifically, 

ihe excluded territories or the Caltex markets oast of 
“* * * we. were operating under cartels and also 

■wn as the ‘As-is position’ * * *” « 

ixas and Standard of California wore thus limited as to 
their offer to the United States Government was an 


the National Defense Program, op, cit., pp. 25359-25361. This hearing also sheds light 
> charged the United States Navy for crude and products in 1945. Sec chapter X of 
ission. of this subject. 

of the National Defense Program, op. cit., for a complete discussion of this proposal, 
vanco and the King’s financial plight. 


•^361. [Italics added.] . , 

I that Standard of California acquired a 60-percent interest in the Texas Co.’s market- 
..ting east of Suez in the 1936 transaction described on pp. 115-116; sec especially footnote 
jownorship of these facilities was directly held by Califor.tiia Texas Oil Co., Ltd. (Caltex) 
‘lidiary of the two companies. 

.,anies were jointly owned by Standard of California and the Texas Co. 
mes Moflett in Investigation of the National Defense Program, op, cit., p. 24727. The 
e this investigation was popularly known as the Brewst<a: committee. 


he National Defense Program, op. cit., p. 25201. See chs. VIII and IX for a discus.sion 

ti.” 
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attempt to find an additional outlet for Aramco and Bahrein oil 
and at the same time not violate existing cartel arrangements. But 
the United States offer was never acted upon and, until the end of 
the war, Aramco’s principal sales outlets were its limited markets 
east of Suez and the military departments of the Allied Governments. 
The latter purchased considerable quantities of crude oil and petroleum 
products from Aramco during the war,*^ but those sales were only in 
temporary markets. What Aramco needed was a permanent market 
for its vast oil potential which would justify the large investments 
necessary for adequate development of this latent resource. 

Aramco’s position at the end oj the war. — Because of their strategic 
location, the Aramco and Bahrein operations benefited from the war. 
A big refinery was constructed at Ras Tanura which turned out large 
quantities of Diesel and fuel oil for the Navy. The capacity of the 
refinery on Bahrein Island was expanded ; some additional Wells were 
drilled and a few short pipelines were built. The additional refinery 
capacity enabled Aramco to increase its production from 21,296 
barrels daily, in 1944, to 58,386 barrels, in 1945, most of which was 
for military use. A new oil field was discovered in 1945, making 
a total of four fields in the Aramco concession.*® Also, because Aramco 
was an important supplier of oil products to the military, it was able 
to assemble and maintain a technical organization. This combina- 
tion of circumstances placed Aramco in a position to expand rapidly 
when the war ended. 

During the war a plan was conceived to build a pipeline from the 
Arabian oil fields to the Mediterranean. The United States Govern- 
ment had proposed to build the line in 1944, as a possible means of 
relieving the tanker shortage, but the proposal was rejected.*® 
When the war ended Aramco revived the project as a private venture 
without government participation. 

With its oil fields proven to the extent of several billion barrels, with 
added refinery capacity, with basic development work completed, and 
with plans well under way for the construction of a largo diameter 
crude oil pipeline from Arabia to the Mediterranean,®® Aramco, at 
the end of the war, was capable of supplying oil in quantities far 
beyond its prewar production. The question of where it would market 
this oil was a matter of concern not only to Standard of California 
and the Texas Co. (Aramco and Bahrein’s parents) but also to the 
other international companies. 

Jersey Standard and Socony-Vacuum purchase an interest in Aramco 
and Trans-Arabian Pipe Line. — Aramco did not long remain the ex- 
clusive property of Standard of California and Texas. Shortly after 
the war ended Jersey Standard and Socony-Vacuum acquired an 

<0 In 1943, tho parents of Aramco again offered oil products to the U. S. Government at special prices. 
They also offered to set aside part of Aramco’s reserves of oil for use by the Government. In return, the 
U. S. Government was to give financial aid to the Saudi Arabian Government. See Investigation of the 
National Defense Program, op. cit., and S. Rept. No. 440, pt. 4, 80th Cong., by tho same special committee 
for a discussion of these issues. 

47 Investigation of the National Defense Program, op. cit. The same source sheds light on tho attempts 
of the U. S. Government, through Petroleum Reserves Corp. (a subsidiary of tho Reconstruction Finance 
Corp.) to purchase tho stock of Aramco and tho Bahrein Petroleum Co. Later the proposal was amended 
to provide for the purchase of only a minority interest, but the parent companies (Staiidafd of California 
and T'eva.s Co.) refused to sell and the deal was dropped. Also see Arabian Oil, op. cit., pp. 90-95. 

48 Summary Middle East Oil Developments, op. cit., and Arabian Oil, op. cit., pp. 61-62. 

48 Investigation of the National Defense Program, op. cit., pp. 25235-25246. 

Tnis pipeline was completed in 1950 by Trans-Arabian Pipe Lino Co., which was incorporated in July 
1915, and is owned by the same interests that own Aramco. See following sections of this report for further 
discussion of this subject. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

120 TIJE INTERNATIONAL PETROLEUM CARTEL 

interest in Aramco and its pipeline to the Mediterranean, Trans- 
Arabian Pipe Line Co. (hereafter called Tapline). Discussions with 
Standard of California and the Texas Co. were initiated by Jersey 
and Socony sometime before mid-1946. By December of that year, 
an agreement in principle had been reached whereby Jersey Standard 
and Socony-Vacuum would obtain a 30-percent and a 10-percent 
interest, respectively, in Aramco and Trans-Arabian Pipe Line Co.'* 

By March 12, 1947, all details were worked out, and the formal docu- 
ments were signed on that date. The documents — Jersey Standard 
and Socony each made seven agreements on that date — included: 

(а) Loan guaranty agreements (called loan agreements), 
whereby J srsey and Socony guaranteed payment of a $102,000,000 
loan which Aramco was obtaining from a group of banks. 

(б) Aranco-Jersey and Aramco-Socony stock subscription 
agreements. 

(c) Trans- Arabian- Jersey and Trans-Arabian-Socony stock 
subscription agreements. 

(d) Pipidine agreement between Jersey, Socony, Standard of 
California the Texas Co. and Trans-Arabian Pipe Line. 

(e) Interim off-take agreement between Jersey, Socony, Caltex 
Oceanic, I/td. (owned by Standard of California and Texas Co.) 
and Aramco. 

(/) Off-take agreement between same parties as in (e) above. 

(g) Letnor agreement between Jersey, Socony, and Aramco re- 
garding the settlement of a gold royalty problem with the Saudi 
Arabian G overnment. 

Jersey Standard and Socony each signed further agreements on 
December 31,1 947, known as the refined products off-take agreements. 

The significant features of these eight agreements are discussed 
below. At this point it should be noted that a condition precedent 
to their becoming effective was a favorable settlement of the rod-line 
controversy.'^ If the red-line problem were not concluded favorably 
to Jersey and Socony within 4 years (by March 12, 1951), or if a 
court decision adverse to the interest of Jersey and Socony were 
rendered prior to March 12, 1951, the agreements giving Jersey and 
Socony an interest in Aramco and Trans-Arabian Pipe Line were to 
terminate. Mist of the agreements of March 12, 1947, were not to 
become effective until Jersey Standard and Socony became share- 
holders in Aramco and Trans-Arabian Pipe Line, A few, however, 
such as the loan guaranty agreements, the interim off-take agreement 
of March 12, 1947, and the refined products off-take agreement of 
December 31, 1947, were put into effect immediately. 

The Jersey-Socony- Aramco arrangement opens up markets for Aramco’ s 
oil. — ^Before discussing the details of the Jersey-Socony-Aramco agree- 
ments, it is necessary to examine the rationale underlying the admis- 
sion of Jersey and Socony into Aramco. 

As noted above, Aramco emerged from the war as one of the 
important foreign oil holdings of the world with not only a tremendous 
potential to produce crude but a necessity of producing in substantial 
quantities to increase the total royalty payment to the King of Saudi 

Executive commit tec minutes. 

See p. lOi fl. for a discussion of the “red-line” controversy. 
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Arabia.®^ In short, Aramco's production could not be readily shut in 
or retarded. The owners of Aramco (Standard of California and the 
Texas Co.) were apparently faced with the choice of either forcing 
their way by competitive means into markets which, before the war, 
had been closed to them because of international cartel arrangements, 
i. 0 . the “as is position,” or permitting companies which did have 
marketing outlets and positions in areas west of Suez to acquire a 
proprietary interest in Aramco. 

If the former choice were made and the international companies 

, refused to make way for Aramco’s output, the stability of all oil 

concessions in the Middle East might be upset, particularly since 
King Ibn-Saud was unlikely to accept a program of limited output. 
Moreover, in view of the various pressures to produce, Aramco might 

* attempt to force its way into international markets by competing 
pricewise. 

But if the latter choice were made, Aramco’s output would not 
unstabilize existing world prices and markets, as the production 
could be fitted into markets over a wide area without the need of 
price competition. Also, if necessary, adjustments could be made 
in the production rates of other areas operated by the purchasing 
companies in order to make room for Aramco’s output. 

The international oil companies decided to take the latter course 
of action. Texas and Standard of California would obtain additional 
markets for Aramco without having to compete for them, while 
Jersey and Socony, with their world-wide interests, could distribute 
their shares of Aramco’s output, with the result that world prices 
and markets would not be disturbed. At the same time, Aranaco 
could increase production and pa,y greater sums to the Saudi Arabian: 
Government. 

The latter course of action was, in effect, adopted in December 
1946, when the four companies (Jersey Standard, Socony -Vacuum, 
Standard of California and Texas) agreed in principle to share owner- 
ship of Aramco. Almost immediately the Texas Co. sold its European 
marketing subsidiaries to California Texas Oil Co., Ltd.®® The Texas' 
Co. commented as follows upon the sale of these subsidiary marketing; 
companies: 

* For many years the company supplied its subsidiaries with products manu- 
factured in the United States. It became apparent that with the increased 
domestic demand for petroleum and its products, and the development of 
petroleum resources in the Middle East, these European markets can be more 
logically supplied through the Bahrein Petroleum Co., Ltd. (which through sub- 

* sidiaries markets east of Suez) and Arabian American Oil Co. with their respective 
facilities on the island of Bahrein and in Saudi Arabia. Since these two companies 
will become the future source of supply for these European markets and are jointly 
owned by the company and Standard Oil Co. of California, the company sold its 

On December 4, 1946, Harry T. Klein, president of Texas Co., and George V. Holton, vice president 
and general counsel of Socony-Vaoimm, and Edward F. Johnson, general counsel of Standard Oil Oo. (Now 
Jersey) , called on the Attorney General of the United States to discuss the proposed purchase of an interest 
in Aramco by Jersey and Socony. In a moinorandum of the interview, prepared by Mr. Johnson, there ' 

ap^^ars^^^ meeting, "Colonel Klein explained that Aramco owned a largo concession in Saudi Arabia; that in ' 
order to keep King Ibn-Saud satisfied with the operation of the concessiori, it is important that production be in- 
creased substantiallv so that the King would receive greater royalties: that added production and the increase in 
royalties which would flow therefrom would tend to add stability to the concession; that Standard Oil Co. of Oali“ 
fornia and the Texas Co., owners of Aramco, did not ham outlets for the volume of crude that .should be pro- 
duced * • From memorandum of interview with the Attorney General r^arding Aramco. [Italics 

added.] 

See p. 118 and chs. VIII and IX tor a discussion of “as is” arrangements. 

!■ One source, Fortune, The Great Oil Deals op. cit., p. 143, gave the date as December 1946, while onothei', 
Moody's Industrials, 1950, p. 2811, said the sale took place as of January 1, 1947. 
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•3 Sec chs. VIII and IX| 
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>ve statements it is clear that prior to the acquisition 
lan marketing subsidiaries, Caltex (the company that 
ing for Aramco and Bahrein) could not market in 
purchasing these subsidiaries, however, Caltex was 
e Aramco’s output (as well as Bahrein’s) into Europe 
3ts adjoining the Mediterranean.®® 
need as a justification for Jersey and Socony obtaining 
ramco wore that Aramco needed additional capital to 
line and to carry on development work, which Stand- 
and the Texas Co. were not in a position to supply, 
Socony needed oil and were willing to supply the 
/ Aramco, and that Jersey and Socony had markets 
"ed to supply from Middle East sources.®® 
tput could now be marketed not only in Europe, 
pketing outlets foimerly owned by the Texas Co. 
Caltex), but also through the extensive marketing 
and Socony, which wore world-wide. Even before 
between Jersey-Socony and Aramco wore consum- 
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.yd terms of the 'participation of Jersey Standard and 
in Aramco and Trans-Arabian Pipe Line. — In addi- 
Ints permitting Jersey Standard and Socony-Vacuum 


Report for tho year 1946, p. 12. [Italics added.] 
r^allfornla Annual Report to Stockholders, 1946, p. 9. [Italics added.] 

' 5xas Co.'s statement, it is difRcult to understand why it was more logical for Texas 
markets from its Middle East sources in 1947 than It was In years prior thereto, 
'^t in Middle East sources for several years and it had tho marketing facilities In 
for changing the supply source from America to the Middle East and tho shift 
)ean marketing facilities may have been due to the opening up of European markets 
^11 have been part of tho quid pro quo received in return for granting Jersey and 
■haco. A statement by Standard of California regarding the advantages to Aramco 
,mca agreement ‘'in principle" of December 1946 is of Interest, 
bus results of participation In Arabian American by the two additional companies 
Y additional extensive marketing outlets to the oil products of Saudi Arabia, thus per- 
‘ction from tho vast stores of oil in that country. Production has been limited bp 
(Standard Oil Co. of California Annual Report to Stockholders, 1946, p. 8.; 

of Interview with tho Attorney General Regarding Aramco, March 18, 1947, by 

5sion of interim off-take agreement, p. 125. 

California Annual Report to Stockholders, 1947, p. 9. Since 1947, when Caltex 
alifornia and Texas Co.) was first permitted to market west of Suez, this company 
in Holland, Spain, and France. These refineries operate principally on Aramco 
;tex has become one of the important international suppliers of petroleum products. 


on cartel arrangements. 
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to purchase a stock interest in Aramco and Trans-Arabian Pipe Line, 
there were several collateral agreements signed at the same time 
(March 12, 1947), including loan guaranty agreements, a pipeline 
agreement, a letter agreement concerning the settlement of a royalty 
controversy between Aramco and the Saudi Arabian Government, 
agreements relating to the repayment of loans and the amounts 
Aramco owed Standard of California and Texas Co., and agreernents 
to purchase or off-take Aramco’s production of crude and rehned 

^^^hc principal terms and conditions under which Jersey St^dard 
and Socony-Vacuum were to share ownership of the Aramco-^ans- 
Arabian Pipe Line operations with Standard of California and Texas 
Co. are discussed below. Most of the agreements were signed on 
March 12, 1947, and became effective in December 1948, following toe 
settlement of the rod-lino problem and the withdrawal of the CFP 
court suit in November of that year. Although Jersey and Socony 
did not become active owners of Aramco and Trans-Arabian until 
December 1948, nevertheless, under some of the agreements, they 
wore able to take a share of Aramco’s production and influence the 
marketing of Aramco’s products prior to December 1948. 

The Aramco-Jersey and Aramco-Socony agrreemenfe.— Under stock 
subscription agreements of March 12, 1947, Aramco granted Jersey 
Standard and Socony-Vacuum the right to subscribe to Aramco s 
capital stock in amounts sufficient to give Jersey a 30-porcent and 
Socony a 10-percent interest in the company.®^ The remaining 60 
percent was to bo retained on an equal basis (30 percent each) by 
Standard of California and the Texas Co. For their respective m- 
terests in AramcOj Jorsoy was to pay $76,500,000 and Socony $25,- 

500.000, a total of $102,000,000.®® But, because of the red-line con- 
troversy and the court case filed by CFP , issuance of the stock and 
final consummation of the agreement had to await a sottleincnt of 
the red-lino question.®® To moot this issue _ the Aramco-Jorsey- 
Socony Subscription Agreements provided that in the event the court 
case regarding the red line was adjudicated or settled adversely to 
Jersey and Socony or if no settlement of any kind were made prior 
to March 12, 1951, the agreement would be terminated.®^ In the 
interim, however, Jersey and Socony wore to guarantee $102,000,000 
in bank loans to Aramco, with the understanding that if and when 
Jersey and Socony received their stock in Aramco, the funds paid 
therefor would bo used by Aramco to repay too loans.®® Upon re- 
ceipt of the loan funds of $102 million, in March 1947, Aramco paid 
off debts to its parents (Standard of California and the Texas Co.) of 
approximately $79.8 million and declared a dividend of about $22.2 
million, which was also received by the parent companies.®® 

In addition to the above consideration for their respective interests 
in Aramco, Jersey and Socony agreed to grant Standard of California 
and the Texas Co. a prior claim to Aramco’s earnings. Jersey and 

Araraoo-Jersoy and Aramco-Socony Subscription Agreements, March 12 , 1947 . Jersey Standard waa 
to have 3,500 shares and Socony 1,166?^ shares. 

« Aramco-Jersey and Aramco-Socony Subscription Agreements, op. olt. 

See p. 104 fl. lor a discussion ot this question. 

97 Aramco-Jersey and Aramco-Socony Subscription Agreements, op cit. nno „ nu 

«s Agreement between Aramco and the “banks.” Jersey’s guaranty was $78,500,000 a'’<l Socony s $26,- 

600.000. The loans wore to be obtained from 19 iargo banks. Seo also Jersey Standard s Prospectus of June 

Report by Price Waterhouse & Oo. to board of directors of Aramco, November 29, 1948. 
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®ha;;;es in Aramco were excluded from participation in 
f the aggregate amount of dividends paid on Standard 

Si Texas Co.'s shares equaled $37,234,758 in 1947 

® ® ^15,000,000 in 1949%nd in each year beginning 

with 1950, a £um equivalent to 10 cents per barrel (U. S. 42 gallons) 
for each barrel of crude oil produced by Aramco until dividends 
based on a t<|tal production of 3 billion barrels ($300,000,000) had 
t)^eon paid. All of these dividend payments were cumulative, i. e. 

It all ol any part was not paid in the year when due, the obligation 
was carried OA^er to the next year. Thus, the total financial cost to 
Jersey and Sooon^y for their 40-percent interest in Aramco was nearly 
one-hall billion dollars,’'^ a major transaction even for international 
oil companies.! 

Jersey and Socony, in addition to receiving a 40-pcrcent interest in 
Aramco, also Cibtainod a limited veto with respect to the management 
ol Aramco. .Lhe articles of incorporation were amended to permit 
changes in Aramco s bylaws only by a vote of not loss than 66% percent 
of the holders of capital stock. Since Texas and Standard of Cali- 
fornia held 60 percent, this meant that cither Jersey or Socony would 
have to agree before any proposed change could be made. Also, the 
board ol directots of Aramco could not sell or transfer a substantial 
portion ol the hssets or property of the company unless the holders of 
66% percent of the stock so authorized.’’® Moreover, the articles of 
incorporation could be altered or changed only by a vote of 100 per- 
cent ol the holders of the capital stock.’’'* This same rule applied to the 
removal of diijectors from the board.’^® Thus, it would appear that 
Jersey and Socony obtained a voice in the management of Aramco 
considerably ofit of proportion to their stock holdings Nevertheless 
it was the stated intention of its owners that Aramco should be run 
lor its own ben ' • — • 


efit as a separate entity,’® as contrasted to IPC, "which 
was operated fi)r the benefit of the owning groups. 

The lrans-/:irabian Pipe Line agreements. — In, agreements similar 
the Aramco agreements, Jersey Standard and Socony-Vacuum ob- 
tained the right to subscribe to stock in Trans-Arabian Pipe Line Co. 
(hereatter called Tapline) in amounts necessary to give them a 30- 
percent and 10-percent interest, reispectively, in Tapline.” The 
agrcioments contained the same contingent provisions regarding the 
settlement of tlie red-line controversy as the Aramco agreements In 
other lf,,nhT.e arrangements (articles of incorporation) Jersey and 
d the same veto power in the management counsels of 


other Tapline 
Socony o’btaina 


the compan y they had received in Aramco; i. e., substantial changes 


Articles of Incorpo.. 

Due to adjustment^ 
controversy with the 
the total payments m.. 
wtien the agreement w 
125.42, or a total of $lot>. 
November 24, 1948.) 


priority payinents, the 
In addi; ’ 


- dition to thc.lat 

that Standard of Call$); 
previous discussion reg; 
Art. IX of articles 
Art. X, op. cit. 

Art. XV, op. cit 
Art. IX, op. cit. 

7“ Statement of intend 
- Trans- Arabian-Jer^ 
to obtain 260 shares and 


iration of Arabian American Oil Co., art. IV. 

adjustments in payments made to settle a gold royalty 
j^abian Government (as provided by letter agreement of March 12, 1947), 
S^ony, for their 30- and 10-porcent stock interest, respectively 
yn w ™ December 1948, were, Jersey $79,092,376.24 and Socony $ 26 ^- 

MacDonald of Aramco to Jersey and Socony 
^ interest only; when to this is added the dividend 

^otal cost to Jersey and Socony was about $450 million. 

go financial consideration, there is substantial evidence to support the inference 
rilS ^ 9 ^' received very valuable marketing privileges. (See 

sirding Aramco obtaining now marketing outlets.) “ ^ 

91 mcorporatiou, as amended. 


^S(^n^83 Socony subscription agreements, March 12, 1947. Jersey was 
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could be made only if 66% percent, and in sonae cases 100 percent, of 
the stoclcholdors approved 7® 

As consideration for their interests in Tapline, Jersey and Socony 
agreed to guarantee the payment of their proportionate share of a 
$125,000,00^0 loan to TaplineJ* Jersey Standard’s guaranty was 
$37,500,000 and Socony’s $12,500,000, with Standard of California 
and Texas Co. guaranteeing the balance, i. e., $37,500,000 each.®'* 
This, in effect, was a four-party guaranty with each party liable for 
its proportionate share, not only of the $125 million, but of such addi- 
tional amounts as would bo needed from time to time to complete con- 
struction of the lino.®'- 

Each of the four parties was to have the right to ship crude through 
the line in proportion to their ownership, i. o. Jersey, Texas, and 
Standard of California, 30 percent each and Socony 10 percent. If 
one party did not choose to use its full share of the line, the unused 
share was available for any of the other parties who wished to utilize 
it. As consideration for the right to use the line, each party was to 
pay its pro rata share of the lino’s fixed charges,®^ except in cases where 
unused capacity of one shipper was used by another. In such cases 
the user paid additional fixed charges equal to the amount the non- 
user would have been required to pay for such use.®® 

In addition to payments covering fixed charges, each of the parties 
(shippers) agreed to pay Tapline a pro rata portion of the cost of 
operation, maintenance, and management of the line. This was to be 
a per-barrol charge based on the quantity of oil transported. However, 
the aggregate liability of the parties (shippers) for fixed charges and 
the per-barrel charges for operation and maintenance were to be 
finally determined on the basis of the amounts that were allowable as 
deductions from gross income for Federal income tax purposes.®^ ' 

As noted above, work on the line had begun in 1947, and when 
Jersey and Socony took up their shares, in December 1948, ®® the con- 
struction of the line was well under way. It was completed in 1950 
at a cost in excess of $200 million, and the first deliveries of crude 
through the line were made at Sidon, Lebanon (the Mediterranean 
terminal), in December, 1950.®® 

The ojf-take agreements . — ^At the time Jersey Standard and Socony 
made the Aramco and Taplinc agreements, they also made a series of 
agreements with Aramco and Caltex Oceanic, Ltd. (a marketing 
subsidiary of Standard of California and Texas Co.) respecting the 
distribution of the crude and refined products produced by Aramco. 
One agreement loiown as the off-take agreement,®^ set up a schedule 

78 Articles of incorporation of Trans- Arabian Pipe Line Oo., as amended, Juno 30, 1947. 

78 The loan was to be obtained from a group of insurance companies and was to enable Tapline to start 
construction on a pipeline to run from Aramco's oil fields In Saudi Arabia to the Mediterranean, a distance 
of 1,050 miles. It was to bo a largo diameter lino, 30-31 inches, with a capacity of 300,000 barrels por day. 
Work on the line began In 1947 and it was completed In 1950. 

80 Pipeline agreement, March 12, 1947, among Trans- Arabian Pipe Lino, Standard Oil Co. (New Jersey), 
Socony- Vacuum Oil Co. Inc., Standard Oil Oo. of California, and the Texas Co. 

81 Pipe line agreement, ibid. 

82 Fixed charges meant all charges which did not fluctuate in proportion to through-put, Including depreci- 
ation, Interest on borrowed capital, taxes, right-of-way rentals, etc. See article IV of pipeline agreement, 
op. cit. 

83 Ibid. 

8< Article V of pipeline agreement, op. cit. 

85 Letters from B. E. Hull of Trans- Arabian to Standard Oil Oo. (New Jersey) and Socony-Vacuum Oil 
Co., Inc., December 2, 1948, 

, For their Trans- Arabian shares Jersey paid $26,000 (250 shares) and Socony $8,333.33 (83H shares). 

86 World Petroleum, January 1961, p. 30. 

87 Oil-take agreement between Aramco, Jersey, Socony, and Caltex Oceanic, Ltd., March 12, 1947. 
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inimum” quantities of crude which each of the parties 
uiy) from Aramco over a period of 18 years. Deliveries 
when the pipeline (Tapline) was completed. In the 
er, that Jersey and Socony stock subscription agroo- 
iAramco and Taplinc were terminated, the off-take 
would bo dissolved. The “annual minimums” were each 
•pta share of Aramco’s annual production, which was set 
rrols per day in the first year and increased to 500,000 
18th year.*® There were, however, options given which 
'MTier (buyer) to obtain oil in excess of the annual 


which the buyers (owners of Aramco) were to pay 
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be the same to all buyers (owners) and price differentials 
at different places or under different conditions were 
as to cause no discrimination between buyers. However, 
(owner) did not take its “annual minimum,” as stated 
rient, any buyer taking the excess quantity would be 
'it, which had the effect of reducing his average annual 
sntly this was a premium granted to a buyer for main- 
:o’s production at the agreed levels. Conversely, it also 
siidered a penalty upon those buyers who did not take 
. minimums,” for the price concession or credit was 
Jiking excess quantities above “annual minimums” only 
en another buyer or buyers took less than its (their) 
lum.” 

be no assignment of rights under the off -take agreement 
^pproval in writing of the other parties, except to a 
at was wholly owned by one or more of the parties to 
. Thus, if an outsider (nonowner) wished to purchase 
refined products produced by Aramco, such purchases 
ade from the owners and not directly from Aramco.®^ 
ently Jersey and Socony did not wish to wait until the 
completed before they could share in Aramco’s output, 
me time the off-take agreement was signed (March 12, 
|ne parties concluded an interim off-take agreement,®^ 


;ion of Taplinc in late 1950, this agreement is now in effect unless it has boon revised. 
Gs unaercstimatod demand or tho potentialities of Aramco to produce, for in April 1951, 
Mg m excess of 600,000 barrels per day. 
it, op. cit., art. IV. 

!^s as follows: “Each buyer shall be entitled to be credited with any amount by which 
u taken by it during the year (computed at the average price per barrel of 

’ll by such buyer hereunder in said year) exceeds the sum of (1) seller's cost of produc- 
in said ^ar (such cost of production to bo determined as provided in article V hereof) 
barrel. Excess quantity' as used in the preceding sentence moans the quantity which 
icntago of such buyers annual minimum equal to the excess of tho percentage (not over 
'tinuaj minimum taken by it over the percentage of annual minimum taken by tho 
'.ii.llest percentage of its annual minimum (2) multiplied by the quantity of its annual 
oiHtakc agreement op. cIt., art. IV.) The cost oi production (in art. V) was to bo 
mdent cortinod public accountants (selected by seller and buyers) in accordance with 
’('licies and procedui'cs as prescribed from time to time by seller's board of directors, 
imont, art. V.) 

stages of the negotiations between the parties, Standard of California indicated a 
r msortion of a provision in the ^rcements to the effect that Aramco would soli orily to 
wny favored such a provision but Texas, subject to further consideration, objected. 
)ved Aramco should sell only to stockholders and that all such sales should be made 
Memorandum Regarding Drafts of Aramco Agreom^mts, November 21, 1946, and 
‘ding Status of Aramco Agreements, December 3, 1946, both prepared by George 

Agreement, March 12, 1947, between Aramco, Jersey, Socony, and Caltex Oceanic, Ltd. 
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which permitted Jersey and Socony to purchase crude and refined 
products from Aramco in 1947, 1948, and 1949.®=* Beginning with 
August 1947, and continuing through 1949, Jersey and Socony wore 
also permitted to purchase specified quantities of crude or refined 
products left over after Caltcx had satisfied its requirements.®* Prices 
under this agreement were to be established in the same manner as 
in the off-take agreement, i. e., by Aramco’s board of directors. 
The interim agTcement was to remain in effect until the off-take 
agreement became effective. But, in the event the off-take agreement 
was not in effect by January 1, 1950, and Jersey and Socony had not 
purchased their shares in Aramco,®' they were to continue to make 
purchases from Aramco: 

* * * in such quanliiies, for such period of time, and on such terms and condi- 

tions as shall be mutually agreed upon. “ 

Evidently Jersey and Socony wished to maintain their relationships 
with Aramco as long as possible, or, at least until the ownership ques- 
tion was resolved. 

In both the off-take and the interim off-take agreements, the 
parties signified their intentions to enter into a processing agreement 
which would set forth the conditions and terms for processing crude 
at Aramco’s large refinery at Eas Tanura.®® On December 31, 1947, 
the parties, in lieu of the processing agreement, formally recorded the 
arrangements which would govern the distribution (sharing) of the 
output of this refinery among the parties (owners) in an agreement 
called the refined-products offtake agreement.®® 

The agreement, relating to the sharing of the refinery’s output, was 
to become effective January 1, 1948. It was similar in many respects 
to the other off-take agreements.* Each party was given an option 
to purchase its percentage of the output of the refinery after deducting 
what Aramco needed to meet local requirements.’* If a party did 
not take Cpurchase) its full share of the output of the refinery in any 
6 months’ period beginning with January 1, 1948, the parties taking 
their full percentages were given the option of purchasing the output 
not taken by other parties? 

Payments to Aramco wore divided into two categories. First, as 
consideration for the options to share the output of the refinery 
according to percentage of ownership, the parties agreed to pay 
Aramco annually their pro rata share of Aramco’s fixed charges (less 
the percentage allotted to cover local requirements) plus $2 million.* 


w Jersey’s schedule of quantities began with 12,000 barrels daily in August 1047 and increased to 26,000 
barrels in 1949 Socony's quantities wore 13,100 barrels daily in August 1947 and iucroEisod to 16,000 barrels 
in 1949. No specifle effective date was given in the agreement but evidently it was August 1947. 

Arts. I and II of interim o^-take agreement. 

*5 This was contingent, of course, upon a settlement of the rod-line question. 

w Art. VII of Inteiim off-take agreement. [Italic added.] 

The parties were Aramco, Jersey, Socony, and Caltcx Oceanic, Ltd. a >.4 ^ 

This refinery had a capacity in excess of 100,000 barrels per day Ih 1947. (See Texas Co. Prospectus, 
September 17, 1047, p. 11.) , , . , . vvx x 

The parties to tnoroftnod-products offtake agroomont were the same as to the other bfttaKe agreements, 
I. e., Aramco, Jersey, Socony, and Caltox Oceanic, Ltd. , , . ^ *-u n. 

1 A party could not assign Its rights under the f^rcement without the approval in \VTiting of the other 
parties, except to a coriwration that was 100-porcent-owncd by one or more of the parties. Aramco was 
not to discriminate in any manner, among the parties. If Jersey and Socony’s stock subscription agreements 
Were terminated, the refined products ofl-take agreement would also terminate. 

2 Includf’d In the deductions to meet local requirements were the products AramcO provided free of cost 
to the Saudi Arabian Government, products consumed by Aramco in its own operations, products supplied 
Taplino for its own use, and products sold by Aramco for local consumption within Saudi Arabia, (Art. I 
of the refined products off-take agreement.) 

8 Rules f6r snaring these purchases proportlonatlfly wore set out in the agroerhent. . , . . , 

< Art. IV of Agreement. The sum of $2 million was subject to increase or decrease At the beginning or 
each year by ArAmco’S board of directors. 
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:)n each party’s pro rata share of these payments were to 
crrespond to the quantities of products taken. Secondly, 
<fie refined products purchased, each party was to pay to 
o rata part of the value of crude used in producing the 
ts. The value of the crude was to be computed at the 
|ied for this crude by Aramco’s board of directors as 
the off-take and interim off-take agreements.® In 
[parties were to pay all of Aramco’s direct expenses due 
’ maintenance of the refinery, plus an amount equal to 
^uch expenses.® 

take agreements discussed above were essentially the 
for sharing the output and distributing the costs of 
.g its respective owners. It was the intention of the 
jlramco should earn profits, but the amount of these 
'ed largely upon what Aramco’s board of directors 
should be. This board, composed of representatives of 
(buying) companies, determined the price to be paid 
rude, and the crude price, in turn, fixed the prices to be 
id products.'^ Although the parties were to pay other 
■ijims to Aramco, Aramco’s principal source of income was 
of crude oil and petroleum products at prices fixed by 
The apparent ability of the buyer-owners to determine, 
ramco’s profits could be a factor of considerable signifi- 
of the fact that under the 1950 concession agreement 
re Saudi Arabian Government were to be determined by 
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19, 


that 


^ See previous discul 
8 Art. V of the agrc( 

^ Jersey Standard’s 
ing quotations from f 
out tnat It would not 
week of May 19 and 
**One is the question oA 
Urns, the maq:imum be ' 
^^The other is the qui 
After our own Board 
a talk with Rogers 1 
, Vacuum, and Rogora 
8 From Annual Re^< 
California, Socony 


Approved For Re 


■50 concession agreement with the Saudi Arabian Gov- 
Docember 30, 1950, Aramco and the Saudi Arabian 
^greed to a revision of the 1939 concession agreement, 
change related to tax payments to be made by Aramco 
ment. During 1950, the Saudi Arabian Government 
come tax decrees which, for the first time, imposed 
on petroleum producers. In effect, the income taxes 
mposed, together with royalties and other payments to 
int, amounted to 50 percent of Aramco’s profits after 
:icome taxes paid to other countries. Aramco agreed 
up to but not exceeding 50 percent of its net profits, 
))axos to the United States were deducted. It was on 
a new agreement was concluded. In return for the 
Vnaent, Aramco was permitted to pay taxes in any 
ih it received and in the same proportions as received, 
j Saudi Arabian riyals (the local currency) at the pre- 
f exchange rather than at a premium.® 

;reement was retroactive to January 1 , 1950, and accord- 
eports, Aramco was required to pay the Saudi Arabian 


islon of these agreements, 
icment. 

interest in Aramco’s operatioo and the price for Aramco crude Is shown by the follow- 
letter from Orville Harden to Eugene Holman, May fi, 1947. Mr. Harden pointed 
bo practicable for him to attend the Aramco board meeting in San Francisco on the 
mat he was sorry to miss it for there were two matters that Were of great importance. 
^establishing a procedure to assure of giving the Aramco management, in meeting iU prob- 
lefii of Jersey's experience and knowledge. * * *” 

f ion of price for crude. It is essential to get this on a proper basis at the very beginning. 
IS reached a conclusion, it might be desirable for you or you and Brewster to have 
New York. * * (Brewster was Brewster Jennings, president of Bocony- 
was W. S. S. Rogers, chairman of the board of Texas Oo.) [Italics added.] 

(orts to Stockholders 1950, of Standard Oil Oo. (New Jersey), Standard Oil Co. of 
Duum Oil Co., Inc., and the Texas Oo. 
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Government an additional suin of approximately $30 million for the 
year. No changes wore made in the per ton royalty pa^pnent, which, 
in 1950, was equivalent to approximately 34 cents per barrel.® 


KUWAIT OIL CO., LTD. 


Introduction . — Gulf Exploration Co., a subsidiary of Gulf Oil Corp., 
and Angio-Iranian Oil Co., each owns a 50-percent share of the stock 
of Kuwait Oil Co., Ltd., an operating company registered under 
British laws. The latter bolds an exclusive concession to explore for 
and produce oil in the entire 6,000 square miles of territory consti- 
tuting tbo independent Sheikdom of Kuwait on the west coast of 
the Persian Gulf. The Sheilc of Kuwait rules this area under British 
protectorate and has treaties and agreements with Great Britain 
giving preference to British subjects or companies of British nationality 
respecting exploration for and production of oil in Kuwait. The 
Kuwait concession is for 75 years beginning on December 23, 1934, 
and covers all of Kuwait, representing an area of about 3,900,000 
acres. The one field so far developed at Burgan has been estimated 
by Gulf to contain at least 10 biUion barrels of oU, of which Gulf’s 
half would be some 5 billion barrels in this one field in Kuwait. In 
1946, Gulf estimated that in other areas it controlled something less 
than 2 billion barrels. 

T his section of the report will describe the sotting up of Kuwait 
Oil Co., Ltd., as an operating company jointly owned by British 
and American private interests in accordance with (a) the intp- 
national agreements between the British Government and the Sheik, 
(b) the British Government’s policy of giving preference to British 
nationals in British territories and protectorates,'® and (c) private 
cartel agreements among the principal international oil companies 
in effect at the time. 

International background . — The political history of conditions lead- 
ing up to the 50-percont interest hold by Gulf Exploration Co. in 
Kuwait Oil Co., Ltd., goes back as far as 1899, the year in which 
Mubarak-al-Subah, Shoilih of Kuwait, agreed with Her Britannic 
Majesty’s political resident in the Persian Gulf, that ho: 

* * * of his own free will and desire does hereby pledge and bind himself, 

his heirs and successors not to receive the Agent or Representative of any Power 
or Government at Koweit, or at any other place, within the limits of his territory, 
without the previous sanction of the British Government; and he further binds 
himself, his heirs and successors not to code, sell, lease, mortgage, or give for 
occupation or for any other purpose any portion of his territory to the Govern- 
ment or subjects of any other Power without the previous consent of Her 
Majesty’s Government for these purposes. This engagement also to extend to 
any portion of the territory of the said Sheikh Mubarak, which may now be in 
the possession of the subjects of any other Government. “ 

Fourteen years later, in 1913, Sheikh Mubarak laid the basis for 
Britain’s claim to Kuwait oil by agreeing to show a British Govern- 
ment representative: 


* * * the place of bitumen in Burgan and elsewhere and if in their view 

there seems hope of obtaining oil therefrom we shall never give a concession in 


0 The Journal of Commerce, New York; January 3, 1951. 

10 The general facts respecting the organization of the Kuwait Oil Co., Ltd., and the sharing of ownership 

between Gulf and Anglo-Persian arc well known, and the treaties and the agreements between the Sheik 
and His Majesty’s Government are matters of published information. The various contracts and agree- 
ments by which all of these parties gave consent to and established the legal status of the jointly owned 
company, however, have been quite closely guarded secrets. ‘ . • ‘a., - .s • > ’ • • ' 

11 C. U. Aitchinson’s Treaties, Engagements, and Sanads, vol. XI, fifth edition* (1029), p. 262. 
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this matter to {anyone except a person appointed from the British Govern- 
mentd^ 

Similar agrtements negotiated by the British Government with 
other sheiks and rulers in the Arabian Peninsula were part of the stops 
by which the British sphere of interest was built up in the Near and 
Middle Eastd^ They became the basis upon which the British Gov- 
ernment later l)ased its policy of insisting that the rulers of these inde- 
pendent states give preference to British interests in the granting of 
oil concessions, Under this preference, commonly referred to as the 
nationality rule, Eastern and General Syndicate, Ltd., a British com- 
pany headed by Maj. Frank Holmes, later negotiated with various 
local rulers for concessions. In 1926, such a concession was obtained 
covering part (»f Bahrein Island. Others for which negotiations were 
started include d all or part of Kuwait. It should bo noted that Options 
on both of those concessions were first offered to Anglo-Persian Oil Co., 
which rejected them. 

When Gulf Oil Corp. first sought to obtain a foothold in the Near 
East, British geologists had reported adversely on the Bahrein con- 
cession. Nevertheless Gulf’s subsidiary. Eastern Gulf Oil Co., 
entered into a:i agreement with Eastern and General Syndicate, on 
or about November 50, 1927, under which Eastern Gulf Oil Co. ob- 
tained an option on certain oil concessions then held or yet to be nego- 
tiated by Eastern and General Syndicate, Ltd., in Bahrein Island and 
Kuwait. 

At the time these options were taken. Gulf Oil Co. was one of the 
group of Amer: can companies that was negotiating for a participation 
in Iraq Petrol 3um Co. (IPC), but the red-line agreement of 1928, 
requiring all IPC participants not to act individually in an area in- 
cluding most of the old Turkish Empire and all of the Arabian Pen- 
insula, had non yet been signed. Late in 1928, however, when Gulf 
proposed to take up its option on Bahrein, approval by IPC was 
necessary under the red-line agreement. Backed by the unwilling- 
ness of the Brinish Government to have an American company obtain 
a foothold in t ie area, IPC decided that, as a participant in the red- 
line agreement, Gulf could not exercise its option. Thereupon, Gulf 
transferred its Bahrein option to Standard Oil of California on Decem- 
ber 21, 1928, and, at that time or soon thereafter, withdrew from its 
participation ir iPC. Gulf, however, retained its option with Eastern 
and General Syndicate, Ltd., for the Kuwait concession.'^ 

In 1931, whcQ Eastern Gulf Oil Co., acting as an independent Ameri- 
can oil company no longer participating in IPC and the red-line 
agreement, sought to take up the Kuwait option through Eastern and 
General Syndicate, opposition again arose from both British oil 
interests and the British Government. The British Colonial Office, 
in accordance with its long-time policy respecting British colonies 
and protectorates, insisted that only a British subject or firm should 
be given the concession. Gulf thereupon brought the matter to the 
attention of the United States Department of State, which, through 
the American embassy in London, requested equal treatment of Ameri- 

32 Ibid., pp. 264-265. 

Oii er Indopondent Arab States with which Britain has similar treaties iaclude: Bahrein, Oman and 
Trucial Oman, all on t le Persian Gulf and Gulf of Oman, and Saudi Arabia. 

The rrea leferrcd to s,s the Arabian Peninsula includes the Kingdom of Saudi Arabia, Yemen, the British 
Ci'own Colony of Adoi ani. the Sheikdoms and Sultanates of Hadramaut# Muscat, Oman, Trucial Oman, 
Qatar, Kuwait, and Biihrcln Island. 

“ Amerlran Potrolci: m Interests in Foreign Countries, op. cit., p. 313. For further details regarding the 
Bahrein oonoessioD, se^ p. 71. 
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can firms under the open-door policy. The ensuing negotiations 
were complicated by the fact that Anglo-Porsian, which had previously 
expressed disinterest in Kuwait, also opened negotiations with the 
Sheikh of Kuwait for a concession. The Sheikh thus found himself 
confronted by two bidders. “ 

The Anglo-Persian, Gulf Exploration Co. agreement, December 14, 

1933 . — After 3 years of negotiations involved in this competitive 
struggle for the yct-undiscovorcd Kuwait oil, Anglo-Persian and Gulf 
decided to make common cause in endeavoring to secure one or more 
concessions in Kuwait, which they would operate jointly. On 
December 14, 1933, they accordingly entered into an agreement: 

1. To exorcise Eastern Gulf Oil Corp.’s option on any concession or 
concessions which Eastern and General Syndicate might obtain in 
Kuwait; 

2. To use the agencies and facilities at the disposal of each to obtain 
these concessions on terms not substantially more onerous to the con- 
cessionaire than those of a draft concession which, by reference, was 
made part of the agreement; 

3. To assume on a 50-50 basis any expenses subsequently incurred 
by either party in obtaining these concessions, including a cash pay- 
ment of £36,000 duo to Eastern and General Syndicate if and when 
Eastern Gulf Oil Co. took up its option with the syndicate; 

4. To form an operating company (Kuwait Oil Co., Ltd.) to be 
financed and owned equally by Anglo-Persian Oil Co., Ltd. and Gulf 
Exploration Co., whose production would be shared equally by Anglo- 
Persian and Gulf at cost, the ownership of which could not bo sold or 
transferred except {a) with the consent of the other party and {h) 
subj oct to the provision that any transferee would become fully bound 
by the terms of the 1933 agreement. 

Two other important provisions relating to the disposal of oil which 
the Kuwait Oil Co. might produce in the future were covered by the 
agreement. In the first place, each gave assurance to the other that 
Kuwait oil would not bo used to “upset or injure” the other’s “trade or 
marketing position directly or indirectly at any time or place.” In the 
second place, each party undertook “to confer from time to time as 
either party may desire and mutually settle in accordance with such 
principles any question that may arise between them regarding the 
marketing of Kuwait oil and products therefrom.” It was further 
stipulated that Anglo-Pcrsian’s marketing position in India as a sup- 
plier of Burmah Oil Co. was recognized oven though its marketing 
position: 

* * * is on an in and out nature dependent on the relation from time to 

time between Burmah Oil Co.’s and/or the Burmah-Shell Co.’s outlet there 
and the volume of indigenous production * * * even though in pursuance 

of such arrangement it [Anglo-Persian] may not at any given time actually be 
supplying oil or the full range of its products to that market. 

Notwithstanding those restrictive provisions, the agreement stated: 

Anglo-Persian recognized, however, that Gulf will wish to have outlets for 
Kuwait oil, if and when produced; and therefore has no desire that Gulf should 

15 '1 he reason for Anglo-Persian’s sudden change of interest appears to have been the discovery l)y Stand- 
ard Oil Oo. of California of oil in quantity in nearby Bahrein in an area previously considered by British 
geologists to be unfavorable to oil production. 

i« Speoiflcally, the agreement was that if either party proposed to sell or transfer his interest m whole or 
in part to a third party, all the facts as to purchaser, price, etc., had to be reported to the other party who 
then had the option of approving the sale or of buying the shares at the price offered by the third party. 

Only if the other party was willing neither to approve the third party nor to buy the shares at the price 
offered by the third party, could the sale or transfer to an outsider bo completed without the consent of the 
other party. 
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oil) while both bound themselves not to 
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'h®'! cartel agreement, heads of agreement for distribu- 
£id_ been formulated with the participation of Gulf and 
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its sale of Kuwait oil, not only would its competitive 
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bo enter the Far East markets. Naturally Gulf wished 
advantages. It declare in an application to the Securi- 
mge Commission, in 1946, that the restrictive marketing 
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•ictions with respect to the marketing of such oil products there- 
interfere with Gulf’s freedom to obtain such outlets 
the observance of the above assurance. 


h hand, as noted in a subsequent chapter. Gulf had 
the formulation of the world cartel’s heads of agree- 
ibutiqn. Hence, the company was fully awaro of the 
to divide world markets on the basis of the percentages 
each market in 1928.2“ Its participation in the form- 
(iartel agreement obviously weakened Gulf’s position in 
marketing restrictions insisted upon by Anglo-Iranian, 
"|ed on the cartel agreement itself. Thus even though 
support of the United States Department of State’s 
was virtually compelled to accept various 
ditions. Gulf’s counsel has stated that further efforts 
lavo the British Government modify or remove these 
t without success.2‘ Gulf was also obliged to accept a 
5i;3ted upon by the British Government, that only a 
Ay could hold a concession to produce Kuwait oil.^^ 


the Achnacarry Agreement of 1929. See pp. 200 and 212. 

Ltd., would sign the Kuwait agreement with Qulf Ex- 
Coip. was required to sign a subsidiary agreement, also dated December 14 1933 
s^rt, merely stated that in view of Anglo- Persian entering Into 
f Exploration Co., and of Gulf Oil Corp. procuring Gulf Exploration Co to 

.^ment, the two parent companies bound themselves and each of tlioir rosnective 
>.d companies directly or indirectly under their control to observe two paragraphs of 
The^ were respectively. par. 3 whioh provided that any concession obtained in 
j, either singly or Jointly, would be held in trust for the benefit of both Ses and 
L.. L (^mpetition between the parties in marketing Kuwait oil as already described 
Nondisclosure of Certain Documents, filed with tho Seicuritles and Exchange Com- 


K) the Securities and Exchange Commission p 7 

IPliWo Uoycroraent’s part in the matter first took the form, in 1929, of notifying 
concession it obtained would have to go to a concessionaire bound 
of insisting that other restrictive provisions intended to 
|i?h‘tto SM“te agreement. (For the baste for such insistenoo, 

Tingrepresentations by the United States Department of State in 1932 His Maiestv’s 
Its position to the extent of waiving the nationality clause in the concession but stood 
■t the concessionaire must bo and always remain a British company 
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Operation of Kuwait Oil Co . — Paragraph 6 of tlio joint ownership 
agreement of December 14, 1933, between Gulf Exploration Co. and 
Anglo-Persian stated that the quantity of oil to be produced by 
Kuwait Oil Co., Ltd., would bo determined as follows; 

1. Either party would have the right to require Kuwait Oil Co., 
Ltd., “to produce such quantity of crude oil as may bo decided by 
the party making the request;” 

2. That all production from Kuwait produced at the request of 
both parties would bo allocated “50-50 to Gulf and Anglo-Persian 
at cost;” 

3. That any additional oU produced at the request of either Gulf 
or Anglo-Persian would “be allocated in full to the party making the 
request, at cost for all such oil.” 

In addition, section 8 of the agreement stated; 

The parties have in mind that it might from time to time suit both parties for 
Anglo-Iranian to supply Gulf’s requirements from Persia and/or Iraq in lieu of 
Gulf requiring the company to produce oil or additional oil in Kuwait. 

Provided Anglo-Persian is in position conveniently to furnish such alternative 
supply, of which Anglo-Persian shall be sole judge, it will supply Gulf from such 
other sources with any quantity of crude thus required by Gulf provided the 
quantity demanded does not exceed the quantity which in the absence of such 
alternative supply Gulf might have required the company to produce in Kuwait — ■ 
at a price and on conditions to bo discussed and settled by mutual agreement 
from time to time as be necessary — such price f, o. b., however, not to be 
more than the cost to Gmlf of having a similar quantity produced in and put 
f. 0 . b. Kuwait. 

Thus Gulf and Anglo-Persian could order jointly or separately as 
much oil out of Kuwait as either desired. The above provisions, 
however, gave Anglo-Persian a powerful voice in determining the 
actual amount of Kuwait production. Anglo-Persian, having exten- 
sive interests in Iran and Iraq, could determine for itself how much 
of its own requirements would bo ordered from Kuwait rather than 
from Iran and Iraq. Whenever convenient, moreover, a matter of 
which it was the sole judge, Anglo-Persian, in consultation with Gulf, 
could decide that part or all of the oil ordered out of Kuwait by Gulf 
would actually be produced by Anglo-Persian in either Iran or Iraq 
or both. The provision that such alternative oil would not cost 
Gulf more than if it had been “produced in and put f. o. b. Kuwait” 
made it a matter of indifference to Gulf, insofar as price was concerned, 
whether Kuwait oil or “alternative oil” were actually supplied. 

Anglo-Pcrsian's power to substitute, with Gulf’s consent, alternative 
oil for increased Kuwait output accorded perfectly with the principles 
of the international cartel agreement of 1928, commonly known as the 
Achnacarry agreement. Under that agreement the major inter- 
national oil companies, including Anglo-Persian, endeavored to 
control production by such means as (1) joint use of existing facilities, 
(2) constructing only such additional facilities as were necessary to 
supply increased demand, and (3) shutting in any excess of production 
over consumption. If and when Kuwait produced oil, it would of 
course become a now source of supply in the international market. 
Some means of controlling its production by the substitution of oil 
from other established producing regions would be a logical cartel 
objective under those principles. The substitution of Persian or 

28 “Cost” was defined as the actual out-of-pocket expenses Incurred by the company, Including explora- 
tion, drilling, royalties, duties, taxes, and all other expenses whatsoever applicable to such oil, and deprecia- 
tion, amortization, and interest on capital at reasonable rates to bo agreed upon. 

23541—52 10 
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Iraq oil would constitute a use of existing facilities and, in effect, be 
equivalent to sh itting in an equal quantity of Kuwait oil. 

Reiteration oj restrictive clauses in 1937. — By agreement dated 
March 23, 1937, the 50-percent stock interest in Kuwait Oil Co,, Ltd., 
consisting of 100,000 shares of £l par value owned by Anglo-Iranian 
Oil Co., Ltd. (formerly Anglo-Persian) was transferred to the latter’s 
wholly owned subsidiary, D’Arcy Exploration Co., Ltd.^* 

_ The effect of this 1937 agreement was to reaffirm, all of the provi- 
sions of the ma n agreement of 1933 and to continue the restrictive 
provisions respecting marketing and the substitution of oil from 
other sources for Kuwait oil. Gulf Oil Corp. has stated that the ' 

restrictive provisions always were objectionable, and that it originally 
consented to thesso provisions in 1933 and continued to do so in 1937 
only because of the insistence of the Anglo-Iranian Oil Co., Ltd.^® ^ 

Postwar development. — Operations in Kuwait were entirely sus- 
pended in 1942, and were not resumed again until after the war. 
Transportation and loading facilities were completed and commercial 
shipments begaji about August 1946, with Gulf selling its share of 
Kuwait production to Asiatic Petroleum Co., a subsidiary of the 
Koyal Dutch-Sliell. In 1946, Gulf Oil Corp. stated that Anglo- 
Iranian was advised of this sale and raised no objection.^® 

In May 1947, Gulf Exploration Co. entered into a long-term 
contract to sell much larger quantities of its share of Kuwait oil to 
the Shell Petroleum Co., Ltd., of London, England, another Eoyal 
Dutch-Shell sutsidiary. This commercial contract, which is of the 
typo comm.only referred to in the trade as “sale of oil agreements” is 
discussed in the following chapter. 

SUMMARY 

When Standard Oil Co. of California and Gulf Oil Corp. first began 
negotiations to obtain concessions in Saudi Arabia, both were prac- 
tically nowcomoTs in the world oil trade and both were acting outside 
the closely cooperating group of international oil companies that con- 
trolled Middle East production. The older companies first tried to 
prevent Gulf and Standard of California from obtaining concessions, 
and when this failed, attempted to devise other means of preventing 
the newly disco's ored oil from disturbing world markets. The histoiy ' 

of the developn.ent of Aramco and Kuwait Oil Co., Ltd., therefore, 
is a history of th e difficulties faced by independent American interests 
in obtaining a fjothold in the Middle East and of finding a market 
for flush produc ion. 

Aramco. — In winning an exclusive concession covering an area of 
about 360,000 square miles in Saudi Arabia, Standard Oil Co. of 

In making this tram for, the various companies made tho following agreements having to do with the 
xjontinued observance of the main agreement of December 14, 1933, between Anglo-Porsian Co., Ltd., and ! 

Gulf Exploration Co.: 

1. D'-A rcy Exploration Co., Ltd., agreed to become bound by all terms of the main agreement upon 
tho transfer, and Gu: f Oil Corp. and Gulf Exploration Co. agreed to continue to bo bound by all terms 
of tho main agrooment after the transfer. 

2. A nglo-Iranian 0*11 Co. , Ltd., agreed to continue to bo bound by and observe the provisions of clauses 
3, 7, and 8 of the inaiti agreement of Decombor 14, 1933. 

Clause 3 provided thal any concession obtained in Kuwait by either party would bo held in trust for the 
benefit of both parties; ch ,uso 7 provided that neither party would use Kuwait oil to encroach on the market- 
ing position of the other directly or indirectly at any time or place; and clause 8 covorod the substitution by 
Anglo-Persian of oil produced in other areas for oil which Gulf had the right to demand from Kuwait. 

It was also mutually ai freed that the 1937 “supplemental aeroomenf' would be binding upon and accrue 
to the benefit of all of the parties and their respective permitted successors and assigns. 

2* The Anglo Persian-C ulf Exploration Co. agreement of December 14, 1933, 'wa? canceled in an agreement 
dated November 30, 1951 ; see p. 141, footnote 17. 

^ Gulf’s application to the Securities and Exchange Commission, loc. clt. 
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■California faced the competition of Iraq Petroleum Co. representing 
the combined interests that controlled all production in Iraq and Iran, 
as well as in most of the remainder of the Middle East. To obtain 
the concession California Standard agreed to make loans and advances 
to the Arabian Government in the amount of £150,000; to pay an- 
nually a cash rental of £5,000; and if oil were discovered, to pay a 
royalty of 4s. per ton and to furnish free to the Saudi Arabian Govern- 
ment 200,000 gallons of gasoline and 100,000 gallons of kerosene, 
annually. Further advances of £100,000 and an increase in the 
annual rental of £20,000 was the price for obtaining a second conces- 
sion in 1939 which extended the concession area to 440,000 square 
miles. The loans and cash advances were recoverable by the com- 
pany only by deductions from royalties, and the Government also 
hoped to augment its income through royalties. From the outset, 
ther e-fore, Aramco’s financial relationships with the Saudi Arabian 
Government required a market outlet for any oil discovered. 

With no established position in the Eastern Hemisphere, Standard 
of California had already come face to face with the difficulty of 
finding a market for its Bahrein oil without engaging in a competitive 
struggle with the established international companies. The Bahrein 
problem was solved on July 1, 1936, when Standard of California 
bought a half interest in the far eastern marketing facilities of the 
Texas Co., which already had an established position east of Suez, 
with the Texas Co. buying a half interest in the Bahrein Petroleum 
Co. Aramco also obtained access to these limited eastern markets 
when the Texas Co., in December 1936, bought a half interest in 
Aramco. A trade press comment at the time of the first acquisition 
stated that — ■ 

* * * it assures that Bahrein production as well as any output that may 

eventually come from countries now being developed by Standard Oil Co. of 
California will have assured and regulated outlets and will so lessen any possible 
danger of upsetting the equilibrium of international markets.^’ 

Up to 1941, Caltex, the marketing company owned jointly by 
Standard of California and Texas, was able to find markets east of 
Suez for only 12,000 to 15,000 barrels daily of Aramco’s oil. This 
was reported to be less than one-seventh of what Aramco’s developed 
fields could have produced in 1941. During the war, production was 
gradually increased to 58,386 barrels daily in 1945. Since a largo 
proportion of this output, however, was refined and sold to the Allied 
Governments, this proved to be only a temporary outlet, leaving 
Aramco at the end of the war with crude oil and refilling facilities, 
but no market. Moreover, Aramco’s need for markets was aggra- 
vated by the discovery of additional fields in 1945 and 1947. At this 
point, Aramco proposed to build a pipeline to the Mediterranean. 

This proposal caused great concern to the established international 
companies, which immediately endeavored to open up additional 
markets to Aramco, both oast and west of Suez, but in such a manner 
as not to disturb world markets. This involved several coordinated 
steps. First, the Texas Co. sold its European marketing facilities to 
Caltex, thus making its markets west of Suez available to Aramco. 
Second, Standard of California and Texas permitted Standard Oil 
Co. (Now Jersey) and Socony-Vacuum Oil Co., together, to purchase 
a 40-percent interest in both Aramco and Trans-Arabian Pipe Line 

n The Petroleum Times, July 4, 1036, p. 8. 
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CHAPTEK VI 

JOINT CONTROL THROUGH PURCHASE AND SALE OF OIL 
IN THE MIDDLE EAST 

INTRODUCTION 

Throughout the world the Big Seven oil companies transfer large 
quantities of crude oil and refined products among themselves, 
through contracts to purchase and sell. When these purchase 
agreements arc discussed publicly by representatives of the petroleum 
companies, emphasis is usually placed on the ordinary commercial 
purchase and sale aspect which tlioy share with all other sales contracts. 
However, since the companies participating in them often are already 
bound together through joint-ownership arrangements and participate 
in various production and marketing agreements, purchase and sale 
contracts among them often lack many of the arm’s-length features 
that characterize ordinary commercial agreements among mutually 
independent buyers and sellers. Under these circumstances, the sales 
of oil covered by the contracts can often bo utilized as an instrument 
to divide production, restrain competition in marketing, and protect 
the market positions both of the buyer and the scUer. They deter- 
mine who inOT or may not buy crude oil from particular producing 
properties. They tend to funnel the production from more or less 
diversified ownerships into the centralized marketing organizations 
of the large companies. They tend to keep surplus supplies of crude 
oil out of the hands of independent oil companies. The existence of 
these contracts in an atmosphere of joint ownership of production 
and marketing, the long periods for which they run,^ the manner in 
which prices are determined under them, and the marketing restric- 
tions often written into them,; indicate that they are something more 
than ordinary commercial purchase and sale contracts. 

The present chapter and chapter VII discuss respectively long-term 
contracts for the purchase of Middle East oil, and long-term contracts 
for the purchase of Venezuelan oil. The first agroomont to bo ex- 
amined is between Gulf and a subsidiary of Royal Dutch-Shell, 
involving oil produced by Kuwait Oil Co., Ltd., which in turn is 
jointly owned by Gulf and Anglo-Iranian, as described in the preceding 
chapter. 

GULF-SHHLL AGREEMENT, 1947 

Source and nature of material discussed .- — As has been noted in 
chapter V, Gulf Exploration Co., a subsidiary of Gulf Oil Corp., on 
May 28, 1947, entered into a long-term agreement with the Shell 
Petroleum Co., Ltd., of London, England, a subsidiary of Royal 

1 Because of the long periods for which they run, sales contracts may be substituted for Joint ownership 
of reserves and production. Chapter. VII below discusses such an instance in which the totai production of 
Important concessions in Venezuela, which are owned by Gull Oil Corp., Is divided exclusively among 
Gulf, Standard Oil Co. (Now Jersey), and Royal Dutch-Shell interests for the full life of the concession. 
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of the Gulf-Shell agreement of 1947 . — Gulf began 
to Shell as soon as Kuwait Oil Co. began producing 
iddlo of 1946. The arrangement under which these 
appears to have been temporary, and to have covered 
small quantities of oil. However, under a long- 
jdated May 27, 1947, between Gulf Exploration Co. 
etroleum Co., Ltd., Shell agreed to buy increasing 
out of Gulf’s share of crude produced by Kuwait Oil 
jperiod from February 1, 1947, to December 31, 1956. 
|iis agreement was extended definitely to December 31, 
nitely beyond that date through a provision that 
giving notice five calendar years in advance, may 
bntract on December 31, 1969, or at the end of any 
idar year. 

:S of oil covered by this contract range upward from 
lily, in 1947, to a maximum of 175,000 barrels daily in 
e contract period. The total quantity for the entire 

J jout 114 billion barrels of oil, or about one-fourth of 
le already-proven Kuwait reserve. If Gulf and Anglo- 
ually any quantity of oil that they jointly order out of 
that Gulf has agreed to deliver a mi nimum of 175,000 
Shell implies a production of a minimum of 350,000 
. of Kuwait.^* The ability of Kuwait Oil Co. to meet 
ilremont already has been demonstrated; daily produc- 
ed since shipments began on a commercial basis from 
pon which Gulf’s delivery of 15,000 barrels to Shell for 
to an average of 242,000 barrels for the year 1949; to 
J'or 1950; and to 380,000 barrels for the first quarter of 
IS a result of trouble in Iran, Anglo-Iranian needed 
iwait as a substitute for shrinking Iranian production, 
production was increased sharply to about 500,000 


of the 1047 contract and two suhsequent supplemental agreements in response to 
If Oil Corp. doelarod that tho agreement itsflf is not relevant to tho announced 
investigation; that it is purely a purchase and sales afxeement between tho two 
hnt does not restrict either Shell’s or Gulf Exploration Co.’s right to dispose of 
no light on tho allegation that over a long period of years American petroleum 
foreign countries have entered into restrictive agreements among themselves and 
4s of other nations; and that the disclosure of its terms would be detrimental to both 
, which have hitherto carefully kept its lerms secret. Counsel for Gulf, therefore, 
latment and prompt return of the dooumoncs without any of thoir contents having 
iort. 

mmisslon has examined tho Gulf-Shell agreement of May 28. 1947, obtained by 
Oil Corp.'s contention as to confidentiality in mind. After careful examination, 
ded ihat a description of the general nature of this agreement is pertinent to tho 
le pursuant to tho Commission’s resolution of December 2, 1949. 

''or, that full disclosure of tho terms of the agreement of May 28, 1947, might bo 
sts of one or both parties. Therefore, those tei-ms are not disclosed. It Is a tact, 
its cxacx terms may not be known to the other international oil companies, tho 
!:it and the nature of its economic effects are well known in the industry. The 
!l ore, that a discussion of the general nature and economic effects of this particular 
' tute a disclosure of trade secrets or names of customers as prohibited by the Federal 

;Iy ordered out of Kuwait, both of the parties had tho right to order for their sopa- 
onal oil as they desired; see pp. 349-360. 
iy 1051, p. 47, and July 1061, p. 24. 
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barrels in both A.pril and May 1951,® and by the middle of July to a 
reported 650,000 barrels.® 

It will be remembered that in 1951 Anglo-Iranian still had the 
option, with Gulfs consent, of controlling Kuwait production by 
substituting oil from Iran or Iraq for delivery by Gulf to Shell. ^ This 
option of Anglo-Iranian to substitute oil from other sources was in 
no way modified by the fact that substitution was working in reverse 
during the unforeseen emergency in 1951 when Kuwait oil was being ^ 
substituted for Iranian oil to meet Anglo-Iranian’s needs. 

Considered merely as a commercial contract for the purchase and 
sale of oil, the agreement between Gulf and Shell, in and of itself, 
would not appear to have impaired either Shell’s right to dispose of 
the oil in any way it sees fit or Gulf’s right to dispose of additional 
Kuwait oil as it sees fit. Actually, however, this apparent freedom 
is lim.itcd in at least three respects: (1) if Gulf, using Kuwait oil or 
any other oil, should cut prices or cause price cutting in any attempt 
to increase its business in any Eastern Hemisphere market. Gulf 
Would thereby not only receive less for its own sales of oil, but also, 
under the terms of the agreement, would receive a lower price on its 
sales to Shell; (2) under the agreement. Gulf’s deliveries to Shell would 
be reduced, should Gulf, through the use of Kuwait oil, increase its 
business at Shell’s expense; and (3) Shell’s marketing activities were 
already restricted because of certain other relationships am.ong Shell, 
Anglo-Iranian, and other international oil companies. 

Under the pricing terms of the Gulf-Shell contract. Gulf became 
mutually interested with Shell in the profitable marketing by Shell 
of large quantities of Kuwait oil over a 22-year period. These terms 
provided for the sharing of profits between Gulf and Shell under an 
intricate formula for calculating the amount of profits realized on the 
production, transportation, refining, and marketing of the oil sold te 
Shell.® For the purposes of the contract, the parties assumed that a 
representative proportion of the volume of Shell’s sales in each of the 
“listed territories’’ named in the contract would be derived from 
Kuwait oil. It was stated in the contract that Shell was iiot bound, 
in fact, to market the indicated amounts of Kuwait oil in each of 
these “listed” marketing territories which includes practically all . 
petroleum markets in the Eastern Hemisphere.® In assuming that 
Shell would distribute its Kuwait oil in each of these markets, it was 
also assumed that Shell would incur certain costs of transportation, 
refining, and marketing, and that Shell’s total receipts from the 
sale of the oil would likewise reflect this pattern of distribution. By 
•subtracting Shell’s assumed costs and the actual costs of production 
and delivery incurred by Gulf from Shell’s assumed receipts, an 
annual profit, or loss, figure would be determined. It was agreed 
that this profit would be shared equally by Gulf and Shell. 

Thus, Gulf did not receive a stated price for its oil,^® but instead 
received a 50-percent financial interest in Shell’s disposition of that 


’* Platt's Oilgram News Service, July 2, 1051, p. 3. 

« Journal of Commerce (New York), July 20, 1061, p. 1. ^ ^ ^ 

? This Is further evidenced in the Gulf-Shell agreement by the statement that Gulf’s obligations aie SUD' 
jeet to the agreement of December 14, 1933, between Anglo-PoTsiaii and Gulf. 

8 More than half of the approximately 170 printed pages constituting the Qulf-Sholl contract are devot^ 
to *‘schodnlos’' sotting out the complicated statistical and accounting procedure by which the profits to be^ 
divided between Gulf and Shell are to bo detormlncd. 

® For further comment on this point, SCO p. 140, footnote 12. i .3 i * 

10 The contract states that the price formula was agreed upon because there was no published market 
price for crude oil in the Persian Gulf and the parties could not agree upon a stated sum per barrel for th&- 
duration of the contract. 
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was contingent upon the prices received by Shell in 
rritorics described above. Gulf, therefore, received 
ihtract a direct interest in Shell’s marketing activities 
Hemisphere and in the maintenance of the prices 
[1 marketing subsidiaries and joint marketing organi- 
If were to invade those markets and establish a 
on at the expense of companies other than Shell and 
ircss prices, it would receive a lowered price not only 
^ but also on its sales to Shell, since Shell’s profits 
ly also lowered. 

:o this general restriction on Gulf, flowing from its 
its in successful marketing by Shell of its Kuwait oil, 
lontract specifically provided penalties on Gulf should 
business away from Shell in any Eastern Hemisphere 
6, paragraph (6) (a) of the Gulf-Shell contract 


pany should in any year of the delivery period except the last 
through its utilization of Kuwait crude oil increase its propor- 
any petroleum product in any of the listed territories at the 
;1 company, then Shell shall have the right, by notice in writing 
n the following year the quantity for that year by an amount 
;'5eed (i) 70 percent of the crude oil equivalent (as hereinafter 
,:itity of such increase or (ii) the quantity of the oil attributable 
lever is the smaller." 


In this paragiaph, delivery period means the period running from 
1947 to 1969 or ohereaftor until the contract is canceled. The “listed 
territories” are marketing territories listed in the agreement covering 
all of Europe add Asia not under Russian control, the islands of the 
Atlantic as far vmst as Iceland, the Canary and Ca])e Verde Islands, 
all of Africa, Aufstralia and most of the islands of the Pacific.^^ “The 
crude oil equivalent” refers to an agreed upon method for converting 
Gulf's increased sales of refined products into an equivalent number 
of barrels of crude oil. “The quantity of oil attributable for that 
year” refers to the quantity of Kuwait oil which the parties assume, 
for purposes of the agreement, will be used by Shell in marketing in 
the marketing territories in question. 

Under this provision, therefore, Gulf’s sales of Kuwait oil to Shell 
would be restrici ed if its use of Kuwait oil in any marketing territory 
of the Eastern liemisphere resulted in an increase in Gulf’s business 
at the expense of Shell. The restriction would be a reduction in Gulf’s 
sales to Shell eqidvalent to the smaller of either (a) 70 percent of the 
amount of Gulf’s increase in sales or (b) the whole amount of Kuwait 
oil deliverable tc Shell in the following year and allocable, under the 
contract to the marketing territory. Those provisions, moreover, are 
so worded as to provide protection for all of Shell’s business, whether 
based on Kuwait oil or on oil from other sources, in each of Shell’s 
Eastern Plemispherc markets. Thus, Gulf was effectively proscribed 

“y the Supplemental Agreement between Gulf and Shell, dated Febtuary 14, 
:i tho original text being to extend the application of this provision to the longer 
upon, i. 0 ., 19>17 to 1969 or until cancollation of tho agroemont at a later date, 
ith Shell marketing subsidiary and joint marketing organization in the Eastern 
tornrones served by each. Tho contract states that those listings were made in 
1 basis for the price formula and that Shell is not, in fact, bound to market its 
vith the steps In the procedure for determining tho price, but is free to market its 
. Actually, the contract does not limit the use of the lists of marketing oragnizations 
dinination of price, but also uses the lists as a basis for reducing tho quantity of oil 
'.1 iircd to take under tho contract if Qulf should market Kuwait oil so as to reduce 
ihese “listed territories." 


u Quoted as amended 
1950, tho only change froi 
* delivery period therein aj 
•2 The contract lists 
Hemisphere and lists the 
order to provide an agrcc| 
Kuwait oil in accordance 
Kuwait oil as it secs fit. 
and territories to the dote: 
which Shell would be reqi 
Shell's business in any of 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


THE INTERNATIONAL PETROLEUM CARTEL 141 

P 

from using additional Kuwait oil so as to encroach upon any of Shell’s 
markets in the Eastern Hemisphere. “ 

The expression, “proportion of the sales of any petroleum product” 
is nowhere defined in the agreement, nor is any method set up for 
determining that proportion or for determining whether any increase 
in that proportion is “at the expense of Shell.” To give effect to this 
language, however, the followup information regarding such petro- 
leum product in each “listed territory”, i. o., all markets in the Eastern 
Hemisphere, would have to bo known for the year preceding the effec- 
tive date of the contract, i. e., 1946, and for each succeeding year: (a) 
the total of Gulf’s sales; (b) the total of Shell’s sales; (c) the total 
sales of all marketers; (d) the proportion that Gulf’s sales and Shell’s 
sales, respectively, boar to the total sales of all marketers; and (e) the 
fact as to whether any increase in Gulf’s proportion of business is 
made at the expense of Shell.'‘‘ 

The effect of this provision, therefore, is to discourage, and thus 
tend to prevent, any increases over Gulf’s established position in any 
petroleum product m any market in the Eastern Hemisphere where 
such increases are at Shell’s expense. This restriction was not in con- 
flict with the provisions in the agreement of December 14, 1933, under 
which, with respect to the utilization of Kuwait oil. Gulf was obliged 
to confer with Anglo-Iranian to prevent encroachment on the latter’s 
marketing position at any time or place. This is evidenced by the 
fact that the restrictions of the 1933 agreement were included by 
reference in the Gulf-Shell contract and by Gulf’s statement that, 
while Gulf had advised Anglo-Iranian in 1946 of Gulf’s sales to Shell, 
which began as soon as Kuwait Oil Co., Ltd., started producing com- 
mercially about the middle of 1946, Anglo-Iranian had made no objec- 
tion to such early sales.'® Furthermore, as will presently appear, the 
long-standing intimate relationships of Anglo-Iranian and Shell are 
such that the long-term commitments to Shell entered into by Gulf 
in 1947 effectively supersede and render unnecessary the earlier re- 
strictions on Gulf of the 1933 agreement. 

The above-mentioned restrictions are consistent with the principles 
and procedures governing “as is” relationships among cartel members 
under the international agreements described in chapter VIII of this 
report. Under the cartel agreements, restrictions on producing and 
marketing petroleum products wore accepted not only by the principal 
“as is” partners. Shell, Anglo-Iranian, and Standard Oil Co. (Now 
Jersey), but also by many other petroleum companies as well.'® The 
general application of the “as is” principle in the Far East, for exam- 
ple, was made known by Sir John T. Cargill of Burmah Oil Co., Ltd., 
who stated, in 1934: 

We have agreements with our most powerful geographical and other oompetitors 
which respectively accept that principle in whole or in part.^^ 

13 The limitations on Gulf applied to all tho '‘listed territories" enumerated in the contract, and any business 
done by Shell in tho Eastern Ilomisphoro in markets not included In tho comprehensive list would bo a 
nogl^ible part of Shell’s Eastern Ilemlsphoro operations. 

Clause 6, par. (6) (c) provides that, where this fact as to whether increases In Gulf's sales are at Shell’s 
expense cannot be determined, then the above-mentioned penalties on Gulf do not apply. 

. 1® Gulf’s application to the Securities and Exchange Commlasion, loc. cit. 

18 For details on these restrictions and thoir application, see cbs. VIII and IX. 

■ 17 Tho Petroleum Times, June 9, 1934, p. 022, quoting remarks by Sir John T, Cargill in reviewing the 
operations of Burmah Oil Co., Ltd. This statement was made at the time the Anglo-Perslan, Shell, and 
Standard (New Jersey) companies wore operating in European and Far Eastern markets under cartel 
agreements intended to implement the “as is" principle. Burmah Oil Co, has boon previously mentioned 
on page 131 as a customer of Anglo-Persian and as a joint marketer in India with Shell. Tho 1933 
restriction on Gulf applied to tho relationships between Anglo-Persian and Burmah Oil. Burmah Oil 
was also a large stockholder in Anglo-Persian and Shell. 
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ion in Kuwait in the middle of 1946. Gulf had to 
its oil, but was bound not to upset or injure Anglo- 
markot position at any time or place. This rostric- 
a serious one, since Anglo-Iranian was an important 
y of the areas most accessible to Kuwait production, 
scessible markets were strongly cartelized, and Gulf 
heavy expenses in budding the necessary facilities 
way into these markets against the opposition of 
Companies. The way in which the Gulf-Shell contract 
ijbloms becomes apparent in considering Shell’s circum- 
me it entered into the contract and the terms as to 
[been discussed above. 

ndicated. Shell was for many years a principal par- 
as is” cartel arrangements, and thus was interested 
'e entry of large amounts of uncontrolled oil into con- 
Sholl’s interest in the Gulf-Shell contract was die- 
ts long-standing intimate relationship with Anglo- 
■arly in marketing arrangements, and by its unfavor- 
^ith regard to crude oil supplies for most Eastern 
fkets. 

glo-Iranian’s marketing interests roach into practically 
je and small, in the Eastern Hemisphere.*® Whdo 
ies maintain separate organizations in many markets, 
i|nt marketing organizations in many other markets. 

’ e fact of long-term intimate cooperation of Shell and 
together with other companies, in the formulation and 
is is” cartel principles tended to produce a solidarity 

0 two companies. 

1 had not participated to the same extent as other 
joint development of the oil fields of the Middle East, 
.ntagcously located with reference to many markets 
, and Asia. Except for its interests in Iraq, Shell had 


it^sidlarics and the marketing organizations owned jointly by Shell and Anglo- 
bulf-Shell contract, pp. 132-139. These appear to include all Eastern Hemisphere 
W-controllcd territories except for such unimportant areas as Assam, Chittagong, 

|May 28, 1947, pp, 132-139. The companies indicated as joint marketing organiza- 
:tcd as served by thorn are as follows: 


Company Markets served 

3. P., Ltd British Isles. 

of Palestine, Ltd Cyprus. 

of Aden, Ltd Aden, including Perim, Kamartn, and Kuria 

Muria Islands. 

(Rod Sea), Ltd.-- Eritrea, Somaliland (British, French, and 

Italian), Ethiopia, Hejaz, Asir, Yemen, 
■ Hadraraaut, Soqotra, and Red Sea islands, 
except Egyptian territory, 
of the Sudan, Ltd.. Anglo-Egyptian Sudan. 

of East Africa, Ltd_ .IKonya, Tanganyika, Uganda, Zanzibar, and 

Oil Co. (East Africa), Ltd / the Seychelles Islands and their dependencies. 

Portuguese East Africa, Ltd Portuguese East Africa (or Mozambique). 

3f Rhodesia, Ltd Northern and Southern Rhodesia and Nyasa- 

land. 

South Africa, Ltd \Union of South Africa, Bcchuanaland, Basuto- 

Oil Co. (South Africa), Ltd / land, Swaziland, Madagascar, andMauritius. 

)f South West Africa, Ltd South West Africa and Walvis Bay. 

)f Ceylon, Ltd Ceylon, Maidive Archipelago, and Ohagos 

Islands. 

Oil Storage & Distributing Co. of India (including French and Portuguese India 

and the Laccadive, Andaman, and Nicobar 
Islands but excluding Assam and Chitta- 
gong), Afghanistan, Nepal, Bhutan. 
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played a small role, compared with other international oil companies, 
in the Middle East. In fact, its sources of production were, and still 
are, located mainly in the Western Hemisphere and the Far East, both 
areas being far away from Eastern Hemisphere markets important to 
Shell.^“ In contrast, Anglo-Iranian controlled the production of 
Iran, shared Iraq production with Shell and other international oil 
companies, and shared the production of Kuwait with Gulf. 

It was into this structure of controlled production and marketing 
that both Miglo-Iranian’s and Gulf’s Kuwait oil was being fitted in 
1947. The Gulf-Shell contract became the means of carrying over 
into the postwar period the observance of the cartel’s prewar “as is” 
principle of preserving marketing positions.^’^ Gulf, with a large 
volume of production newly developed at Kuwait, was hemmed in 
by the restrictions in its 1933 agreement with Anglo-Iranian and by 
the fact that the natural markets for that oil were strongly cartelized. 
Under the Gulf-Shell agreement. Gulf obtained an outlet for about 
out-quarter of its share of Kuwait’s proven reserves, with deliveries 
: spread over more than 20 years. Thus Gulf was able to dispose of this 
oil without competitively entering markets in which it did not already 
have a recognized marketing position. Anglo-Iranian recognized 
Gulf’s need for a market and apparently regarded the sale to Shell as 
giving relief to Gulf while at the same time placing the control of the 
marketing of this important part of Gulf’s share of Kuwait oil in 
strong hands whore it would be marketed in such a manner as not to 
upset or injure existing market positions of either Anglo-Iranian or 
Shell. Thus, Shell at one stroke gained control of a potential dis- 
turbing element in its and Anglo-Iranian’s markets and secured a 
substantial source of supply more advantageously located with respect 
to many of its markets than its owned sources of supply. 

In summary. Gulf, at the time that Kuwait production began on a 
•commercial scale in 1946, was restricted under the December 14, 1933, 
agreement with respect to any market in which Anglo-Iranian had 
distributing interests. Gulf, moreover, had neither an established 
marketing position nor a distribution organization and facilities in 
many Eastern Homisphoro markets. At the same time, Shell was 
■operating with established positions vis-^-vis Anglo-Iranian under 
cartel agreements of long standing in markets throughout the Eastern 

Shell had some production In the Middle East and Europe, but its supply from those areas was inade- 
quate to moot its needs In those luarkots. As late as 1919 and 19.50, the sources from which Shell drew its 
total supply, including purchases from Gulf and others under long-term contracts, as reported in The 
Economist of June 9, 1961, p. 1389, wore as follows: 


Producing areas 

1949 

1950 

Millions 
of barrels 

Percent 

Millions 
of barrels 

Percent 


256. 1 
46.7 
18.6 
3.2 

66.5 

12.2 

4.8 

.8 

279.3 

61.2 

22.6 

3.6 

61.5 

13.6 
5.0 

.7 




Total produced by Shell 

Purchased under long-term contract 

323. 6 
60.1 i 

84.3 

15.7 

366. G 
87.7 

80.7 

19.3 

383.7 

100.0 

454.3 

100.0 



n Anglo-Iranian also similarly contracted in 1947 to sell part of its Kuwait production to Standard (New 
Jersey) and Socony-Vacuum, as described later in this chapter. 
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Hemisphere. ..n many such markets, Shell and Anglo-Iranian dis 
tributed through a single company under joint marketing ar- 
rangements. 

By entering into a long-term marketing arrangement with Shell, 

Gulf found an outlet for at least 1 % billion barrels of its share of 
Kuwait oil, with deli scenes spread over a minimum period of 22 years, 
while Shell obtained crude oil which it needed to supply its established 
position in mai’kets which it shared with Anglo-Iranian and others. 
Moreover, Gul:’ is restricted during this minimum 22-year period so 
that it can compete with Shell only to its own disadvantage. This 
arises because of the profit-sharing provisions of the 1947 contract 
and because of the limitations stated therein, which apply if Gulf 
should, by the use of Kuwait oil, encroach on Shell’s business any- 
where in the Eastern Hemisphere. 

The new 1947 Gulf-Shell contract incorporated, by reference, the 
restrictions on Gulf of the 1933 Anglo-Iranian-Gulf agreement. 
Actually, the rijstrictions on Gulf in both agreements apply to much 
the same mark sting areas. Insofar as Anglo-Iranian and Shell have 
joint marketing organizations in many of those territories, and market 
cooperatively ill many others, the 1947 contract merely transfers to 
Shell the ultimate responsibility of eon trolling the distribution of 
Gulf’s share of Kuwait production so as to protect the trading posi- 
tions of both Sliell and Anglo-Iranian.^^ 

Thus, it appears probable that Gulf’s opportunity to market addi- 
tional oil out oF Kuwait is limited quite largely, though possibly not 
exclusively,, to those markets in which it already has an established 
marketing posi ion accepted by the British-Dutch interests. Under 
these circumstances, the most important unrestricted markets of the 
world loft opoiL to Gulf for Kuwait oil appear to be those of the 
Western Hemisphere, and especially the United States.^^* Kespecting 
such movement of oil, counsel for Gulf stated, in 1946: 

In the light of present transportation costs, it is likely that it would not be 
profitable to maiket Kuwait oil in the Western Hemisphere. However, the 
registrant [Gulf] believes, it is the opinion of the oil industry in general that in 
a few years it car Idg made profitable to bring the oil into the United States. 

* .* Thus, ^rhUo admittedly the marketing provisions are restrictive and 
objectionable they probably will not have a material adverse effect upon the 
total enterprise represented by the registrant and its subsidiaries.^^ 

Shortly after this statement was made, postwar price controls in 
the United States were removed in November 1946, whereupon the 
price of crude oil advanced at Gulf ports, with the result that Kuwait 
oil began to bo imported into the United States in 1947.^® Gulf Oil 
Corp. was amoi^ the importers. It imported at an average rate of 
4,232 barrels daily in 1948, 29,745 barrels daily in 1949, and by the 
middle of 1950 at an estimated rate of 40,000 barrels daily. Two 

22 About 21 months alter the Federal Trade Commission served a subpena on Gulf Oil Corp., requesting 
the documents upon which the above discussion is based, Gulf and Anglo-Iranian, in a document dated 
November 30, 1951, agriod to cancel the Anglo-Persian-Gulf agreement of December 14, 1933. Gulf Oil 
Corp. has voluntarily si ibmittod a copy of the agreement of November 80, 1961, to the Fcdorel Trade Com- 
mission. rCowovcr, the cancellation of the 1933 agreement does not alter substantially the basic restrictions, 
discussed above, which hampered Gulf’s marketing of Kuwait oil. Once Gulf was tied to Shell under the 
terms of the 1947 contrapt, the interests of Anglo-Iranian, as well as those of Shell, were protected, since the 
restrictive provisions of the 1947 agreement will operate in lieu of the restrictive provisions of the 1933 agree- 
ment. 

23 Anglo-Iranian docs lot market in the Western Hemisphere, and the Gulf-Sholl contract does not apply 
to either Gulfs or Shell’s business in the Western Hemisphere. 

24 Gulf’s application fled with the Securities and Exchange Commission, loc. cit,, pp. 9-10. 

28 Minerals Industry Report No. 308, p, 13; International Petroleum Trade, September 30, 1948, pp. 

17a,. 170 ft- , , 
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other American companies, Socony-Vacuum Oil Co. and Atlantic 
Eohning Co., also imported Kuwait oil in increasing quantities dur- 
ing this period.^® In December 1950, Atlantic Refining Co. an- 
nounced that it had entered into a contract with Gulf to buy approxi- 
mately 12,000 barrels daily of Kuwait oil for a period of 5 years 
beginning in 1951.^^ This apparently about doubled Atlantic’s daily 
average rate of purchases of Kuwait oil, Thus it appears that as 
soon as the price of crude oil in the United States advanced suffi- 
ciently to make it profitable to sell crude oil for importation into the 
United States, Gulf found outlets for Kuwait crude in the United 
States. Such sales were, of course, completely in accordance with 
its 1933 agreement not to use oil from that source to upset Anglo- 
Iranian’s trade or marketing position directly or indirectly at any 
time or place. 

ANGLO-IEANIAN AGREEMENTS WITH JERSEY STANDARD AND SOCONY- 
VACUUM FOE THE SALE OP CRUDE OIL 

Soon after the Gulf-Shell sale of oil agreement was concluded, three 
other major international oil companies — Anglo-Iranian, Jersey 
Standard, and Socony-Vacuum — entered into similar long-term ar- 
rangements providing for the sale of Middle East oil owned by Anglo- 
Iranian to the two American companies. As in the case of the Gulf- 
Shell agreement, the sale of largo quantities of oil over a long period 
of time, the unusual provisions with regard to price, the insertion of 
provisions governing the marketing of the oil, and the close relations 
otherwise existing between the tliree parties indicate that these agree- 
ments were not in the nature of an ordinary business transaction, but 
rather represented a mutual sharing of oil production on terms that 
harmoniously effected still another merging of interests in Middle 
East oil. 

A largo volume of oil was involved in the contracts. Jersey Stand- 
ard agreed to purchase 800,000,000 barrels of crude oil over a 20-year 
period; and Socony, under two purchase contracts, agreed to take 
500,000,000 barrels — or a rate of 110,000 barrels daily for Jersey 
Standard and 70,000 barrels daily for Socony. In 1949, Anglo- 
Iranian’s average daily crude oil production in Iran and Kuwait, by 

Effects of Foreign Oil Imports on Indopendont Domestic Producers, a report of the Subcommittee on 
Oil Imports to the Select Committee on Small Businosi?, House of Ropresontatives, 81st Cong., 2d sosa., 
pursuant to II. Res. 22, H. Kept. No. 2344, Juno 27, 1950, pp. 18-23. According to the subcomiritteo, the 
American companies known to bo Importing Kuwait crude oil, and the daily average quantities imported 
during the years and 1949, and the last half of 1960 wore: 


(Barrels] 


Company 

1948 t 

19491 

1950 2 


1, 235 
646 
4, 232 
3, 230 
12,400 

1, 211 

6, 665 



29, 746 
» 19, 748 
11,968 

36,000-46, 000 
31,000 

Socony-Vacuiim Oil Co 



21, 743 

62, 672 

72, 666-82, 666 



1 Actual daily average Imports for tho year. 

2 Estimated dally average imports for the last 6 months. 
® Kuwait and Iran oil combined. 

^ National Petroleum News, December 6, 1950, pp. 30-31. 
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way of comparison, was about 715,000 barrels daily.^® It would 
seem evident, therefore, that for a long time to come, Jersey Standard 
and Socony would take a substantial proportion of Anglo-Iranian’s 
production, llie two American companies, in fact, acquired such a 
substantial interest in Anglo-Iranian’s crude-oil production over a 
20-year period, with special terms as to price and other matters, that 
they became, in eftect, junior partners in Anglo-Iranian’s crude-oil- 
producing entoi -prises in Iran and Kuwait. The creation of the joint 
enterprise. Middle East Pipelines, Ltd., was a logical way to solidify 
and to continuts this merging of interests. 

The stated purpose of the crude oil sales contracts was to provide 
“an assured and continuing market” for Anglo-Iranian’s crude-oil 
production and to “provide for a part of the large oil requirements” 
of the “affiliabsd companies” of Jersey Standard and Socony. The 
decision of the three parties to build a Middle East pipeline to move 
their oil to the Mediterranean flowed from these twin purposes. 

Anglo-Iraniaji was obviously interested in “an assured and con- 
tinuing market” for its output, particularly in view of the increase 
in Middle East production as a whole. ' In the spring of 1947, 

Jersey Standard and Socony had reached a tentative agreement with 
Texas and Standard of California for their entry into Aramco and into 
Trans-Arabian Pipeline, and had signed the subscription agreements, 
off-take agreen.ents, and other collateral papers. The negotiations 
with their IPC partners to permit the ultimate conclusion of these 
agreements and to settle other IPG matters had fairly well crystallized. 

At the same time the Gulf-Shell sale of oil agreement had boon con- 
cluded and was in operation, and the building of now pipelines in Iraq 
was well advanced.^® The effect of all those activities was to increase 
crude oil prod.iotion in Saudi Arabia, Iraq, and Kuwait. With 
Middle East production thus on the rise, Anglo-Iranian would 
naturally wish i,o keep pace with the growth of Middle East produc- 
tion. To have fallen behind would not only have been undesu-able 
from a purely (commercial standpoint; it woidd also have weakened 
Anglo-Iranian’s, prestige in the Middle East.“ Another factor in the 
bargain with American companies was the desire of Anglo-Iranian 
to build a pipeline from the vicinity of the Persian Gulf to the 
Mediterranean; American participation in this project would 
undoubtedly faeilitato the procurement of both American steel and 
dollars which were necessary but scarce. 

On their part, Jersey Standard and Socony gained under favorable 
terms a long-te:-m, substantial supply of crude to meet their antici- 
pated requirements in foreign marlccts. Moreover, this oil would 
benefit from chi cap transportation via the projected MEPL pipeline. 

And perhaps ol' most importance, Anglo-Iranian, Jersey Standard, 
and Socony woi Id all benefit in that the increases in Iranian produc- 
tion, indicated by the 1946-47 events in the Middle East oil industry, 
would be funneied into the hands of companies interested in main- 
taining world prices and markets. 


2® In 1949, Anglo-Iraniai 
production of the latter, % 
1949, Anglo-Iranian’s avdi 
barrels. Included in Anj. 
Socony under the interirsi 
28 The negotiations in e 
gr.^up of men represontin! 

28 E. g., Anirlo-Iranianf 
in the United States. S4) 


,n’s total production in Iran and Kuwait, assuming that it took 50 percent of the 
was about 230,000,000 barrels, i. c,, a daily average of 715,000 barrels. By the end of 
-^rage daily production at these two sources had' been stepped up to about 733,600 
iglo-Iranian’s 1949 production was an unknown volume of crude oil delivered to 
I agreement described below. 

feach of those matters were conducted contemporaneously and by the same small 
ig the companies involved. 

's insistence On MEPL being incorporated in the United Kingdom rather than 
' p. 154. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

THEl INTEKNATIONAL PETROLEUM CARTEL 14 


Thus the making of the long-term sale of crude oil agreements 
between Anglo-Iranian, Jersey Standard, and Socony added sub- 
stantially to the interlacing and merging of oil interests that had 
developed in the Middle East over the course of 25 years. Those 
developments tended to create common and identical interests among 
the major international oil companies in the Middle East through 
their joint and interlocking enterprises, The crude oil sales agree- 
ments, therefore, emerged as the last of the long series of events 
tending toward a unified oil industry in the Middle East. 

Jersey Standard — Anglo-Iranian crude oil sales contract . — The 
agreements for the sale of crude oil and for the establishment of 
Middle East Pipelines, Ltd. originated in conversations apparently 
held sometime in August or September 1946 between Orville Harden, 
vice president of Standard Oil Company (New Jersey) and Sir William 
Fraser, chairman of the board of directors of Anglo-Iranian Oil Co., 
Ltd.^^ An unsigned memorandum, dated October 4, 1946, in Jersey 
Standard’s files set forth the outlines of the preliminary agreement, 
in which the sale of oil and the pipeline are tied together in one package. 
The crude oil contract was to provide for the sale by Anglo-Iranian 
over a 20-yoar period of 160 million long tons (1,200,000,000 barrels) 
to Jersey Standard. Other features of the preliminary agreement, 
such as those relating to price, to Anglo-Iranian’s option of supplying 
the oil either from its Iran or Kuwait sources, and to Jersey Stand- 
ard’s rights of termination of the contract at earlier dates were 
substantially the same as those in the final agreement. The two 
parties were to jointly finance and operate a pipeline of 300,000 
barrels per day capacity, i. o., 15 million long tons annually, which 
was to run from the Persian Gulf to the Mediterranean. 

Socony-Vacuum was brought into the agreement, apparently some- 
time in November,®^ being given 20 percent of Jersey Standard’s 
crude oil purchase, (200 million barrels) over a 20-ycar period, and 
a lO-porcent interest in the pipeline, taken from Jersey Standard’s 
share which was thus reduced to 40 percent. However, Socony’s 
position was that of an adherent or lesser partner, and until late in 
the negotiations with Anglo-Iranian, Jersey acted on both its own 
and on Socony’s behalf.** 

Although tlic guiding principles were agreed upon at an early stage,*® 
the ensuing negotiations proved long and tedious. In late August 
1947, it became apparent that the pipeline agreement could not be 
concluded for some time, although the crude oil contracts were in 

In a cable, dated October 16, 1946, to D. A. Shepard, Mr. Harden makes it clear that he and Sir William 
had personally agreed upon these projects. The time of the discu.ssions is suggested by the memorandum 
discussed above. During the period August-Dccombor 1946, extensive discussions were being carried on 
by olllolals of Jersey Standard, Anglo-Iranian, Royal Duteh-Shell, and Socony-Vacuum about proposals 
tor the dissolution of the rod-line agreement, the development of a now IPO agreement, the entry of Jersey 
Standard and Soeony into Aramco, and the building of the Trans-Arabia plpcilne. At this time also an 
arrangement tor sale of oil was already in clicct between Gulf and ShcU, although the agreement between 
them was not signed until May 28, 1947. 

32 The first mention of Socony in Jersey Standard’s flies appears in a memorandum dated December 3, 

1046, and signed by O. Harden. , 

33 Jersey Standard’s purchase was previously reduced to 1 billion barrels according to a document 
Principles of Agreement, dated October 29, 1046. 

31 This is clear from numerous rororoncos in Jersey Standard’s flies. With regard to the Hoads of Terms 
and supplemental letters, signed by the three parties on December 20, 1946, the following comment appears 
in a letter from B. R. Jackson (Anglo-Iranian) to O. Harden, dated December 17, 1946: “I suggest that they 
are in sufficiently final form, however, to bo handed to Socony." Another example is given below, p. 148, 

33 The basic understandings between Jersey Standard and Anglo-Iranian were fully elaborated and set 
forth in a document known among the parties as the Head s of Terms. This document, which was initialed 
by the parties on December 20, 1940, stated the principles of agreement between the two parties that would 
govern the writing of the erude-oil contracts and the creation of the joint pipeline cntorprlso. Since the 
basis of Socony’s participation in these projects was included in a letter supplementary to the Hoads of 
Terms, a representative of that company also uiltialcd that document and its two supplementary letters. 
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nearly final fo: 
Iranian signed ci 
and Socony, thej 
respects. The 
Jersey Standard]- 
a statement of 
chase contract. 

Jersey Stand^i: 
about 800,000, 
erics to commenh 
ranoan and to 
for deli^reries at 
million barrels a 
of 114,000 barrel 
succeeding 7 yea.; 
barrels, was to li 
ties to be detorm 
option, cancel tl.i 
5-year notice be 
negotiations wit 
with regard to 

The contract 
pipeline agreem^ 
was completed, 
plated that the 
owned and open 
pass from Anglcj 
however, was giyi 
ings by tanker ' 


Accordingly, on September 23, 1947, Anglo- 
iontracts for the sale of crude oil with Jersey Standard 
1 terms of the two documents being identical in most 
following statement of the main provisions of the 
-Anglo-Iranian contract, therefore, will serve also as 
the contents of the Socony-Anglo-Iranian first pur- 


thi 


dnt 

the 


in 


86 See letter, T. E. Mojn 
1047. 

67 Quantities are given 
to state quantities In barif< 
Jersey Standard, will bo . 

88 Jorscy Standard was 
eleventh through the flft4< 
to 30 million tons). A sii 
of the balance of the control 
Included to insure that 
during any two succeeding 
80 No right of cancellatioi 
ance” of a “20*year comni 
pipeline. (In other word 
run from its concessions 
which it purchased oil.) 
against “unforeseen condjl- 
Provisions were later put] 
10 y-ars of pipeline operi ‘ 

4* Sir Winiam Trrn.«5nr r 




6 Sir William Fraser d( 
informal letter. Letter 
attached to a letter from 
purchase could be increas^i 
failed. 

41 It was provided that 
eluded by December 31 , 1. 

48 Jersey Standard cxecui 

48 The 5-percen t figure 
to Insert a high figure to 
annual takings conslderal]|l: 
probably drawn up in Jam 
by tanker In the Persian C 
the “highest possible poim’ 
dated January 27, 1947. . ’ 

Socony, although an iden- 
ations is again shown in tlii{ 
dated February 4, 1947. 
centage of oil that we havcj 
It to Socony-Vacuum to c< 


,rd agreed to purchase 106,400,000 long tons — 
0 barrels — of crude oil from Anglo-Iranian, the deliv- 
e with the completion of the pipeline to the Mediter- 
[ontinue ov^er a 20-year period. The contract called 
the average rate of 90,000 barrels daily (nearly 33 
janually) for the first 3 years, and at the average rate 
's daily (nearly 42,000,000 barrels annually) for the 
rs. The remaining part of the purchase, 410 milli on 
e delivered over a 10-year period, the annual quanti- 
ined at a later time.®® Jersey Standard could, at its 
e contract at the end of its tenth or fifteenth year, a 
ing required.®* In the event that the then-current 
h Aramco failed, Anglo-Iranian agreed to negotiate 
e purchase of an increased volume of oil.^® 

|or sale of oil was contingent upon the making of the 
' and was to go into effect only when the pipeline 
target date being January 1952.^® It was contem- 
purchasod oil would be delivered into the jointly 
i^ted pipeline at which point ownership of the oil would 
Iranian to Jersey Standard. The latter company, 
en the right to lift up to 5 percent of its annual tak- 
the Persian Gulf.'*® 


laghan (Jersey Standard) to Joseph Addison (Anglo-Iranian), dated August 27, 

n the contracts In long tons. Since tho general practice in tho United States is 
l ols, the barrel equivalents, as suggested by various correspondence in tho files of 
riven in thls discussion In place of the figures in tons given iti the contracts, 
to state by the end of the fifth year the quantities It desired to take during the 
■onth year, the total for tho 5 years to bo between 190 and 230 million barrels (25 
Tillar notlco was to be given by the end of the tenth year specifying tho quantities 
’•act to be taken during the sixteenth through the twentieth year. Provisions were 
Te should not bo a great variation In the quantities nominated by Jer.sey Standard 
i years. Daily average deliveries for the 10 years wore to be about 114,000 barrels, 
n was given to Anglo-Iranian, because Jersey Standard required “definite assur- 
nitment’’ on the part of Anglo-Iranian in order to justify its investment in the 
h, while Anglo-Iranian would continue to have use for tho pipeline which would 
the Mediterranean, Jersey Standard would require it only during the period in 
Jersey Standard required a right of cancellation on its part, however, to guard 
Itions.” (Cable from 0. Harden to D. A. Shepard, dated October 15, 1946.) 
into the pipeline contract that, in effect, depreciated the investment In the first 
atiion. 

.aclined to put this offer In a formal letter, but agreed to make it verbally or In an 
-Sm T. Monaghan to 0. Harden, dated July 3, 1947. In a draft of a formal letter, 


tp 


R. Jackson to O. Harden, dated December 9, 1946, it is provided that Jersey’s 
id to 1.25 billion barrels (165 million tons) in the event negotiations with Aramco 

either party could terminate the contract if a pipeline agreement were not con- 
948, or a later date mutually agreed upon, 
tivc committee meetings, January 15, 1947. 

ns arrived at after much debate by tho two parties. Jersey Standard was anxious 
gain flexibility in the late years of the contract when it might want to make its 
nly in excess of its share of pipeline capacity. In a “second draft" of tho contract, 
juary 1947, it is provided that up to 26 percent of the purchased oil could bo taken 
yulf. Anglo-Iranian, on the other hancL wanted to insure pipeline operations at 
^ i. 0 ., at tho most economic levels. Letter from L. C. Stevens to O. Harden, 
The issue was settled at the 5-perccnt level apparently without consultation with 
•tical provision was in Its contract. Socony’s subordinate position in the nogoti- 
is regard by the following interoffice note from Orville Harden to S. P. Coleman, 
‘Dear Stewart: Before wo definitely agree with the Anglo-Iranian as to the per- 
tho right to take delivery of in any one year in the Persian Gulf, I think we owe 
i^nfer with them. O. H." 
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Anglo-Iranian was gwon the option of making its dolivorics cither 
from Kuwait or Iran at its pleasure. This flexibility option was in- 
serted to allow Anglo-Iranian to determine the source of supply as 
indicated by “political considerations”.'’^ Among the provisions to 
insure that the average quality of the oil delivered from either Iran 
or Kuwait was not less than the average quality of oil produced in 
either country, the following safeguard was included in the contract. 
Angio-Iranian — 

shall keep currently during the supply period [20 years] * * * adequate 

records of the quality of oil produced in each field in Kuwait and * =h » jn 
Iran .“IS 


. These records were to bo made available to Jersey Standard. 

The price to bo paid for this oil was determined by a cost-plus 
“principle” described in the contract as “a ‘cost plus’ basis independent 
of market fluctuations in the prices of crude oil or petroleum products.” 

The cost clement of this formula included all costs of production 
and gathering per ton allocabh» to the oil delivered under the con- 
traetj® including the costs of delivering it into the eastern terminal 
of the Mediteranean pipeline or, in the case of the small quantities 
of oil to be lifted by tankship in the Persian Gulf, the costs of delivering 
the oil f. o. b. tankship.*^ The “plus” element of this formula con- 
sisted of a fixed money profit per ton, which was to apply throughout 
the 20-year supply period of the contract. This profit element paid to 
Anglo-Iranian was the factor that made the total price payable by 
Jersey Standard “independent of market fluctuations” since it stabil- 
ized that price for a 20-yoar period, subject only to changes in the 
actual costs of production and gathering of the oil.^ 

It would seem clear that extensive information would necessarily 
have to be made available to Jersey Standard so that it could deter- 
mine whether the costs charged to it were properly detorminod. 
This IS an essential characteristic of any cost-plus contract and dis- 
tinguishes it from ordinary business transactions in which buyers and 
sellers “haggle” in arm's-length bargaining, independently of each 
other’s conduct of their business affairs. Early in the negotiations 
for this contract, the principal negotiator of Jersey Standard referred 
to “our need for clearly knowing the definition of each cost factor and 
the proposed allocation of all items of expense, as well as having all 
documents and other factors that would affect the contract.” In a 


« Oa^lo from D. A. Shepard to 0. Harden, dated January 23, 1D47. 

« Except (or fields reserved for mooting domestic requirements in Iran. 

«. The provisions relating to price and to accounting records and procodui’es occupied 37 of the 8! pages 
of the contract. The accounting schedules In the contract set forth In detail the principles to be apnlled 
In determining and allocating each clement of the costs Incurred by Anglo-Iranian wdiloh would entw into 
the price per ton for tlio oil sold under the contract. 

u The interests of Jersey Standard were safeguarded by the Inclusion of various clauses In the contract 
which limited or .shifted unusual or unfavorable cost burdens. The most Interdsthig of these was a pro- 
vision which stipulated that the royalty component In the costs to be paid by Jersey Standard on either 
Kuwait or Iran oil would never bo higher than the concurrent royalty paid per ton, Including pavraents 
. for tax Immunity by mO In Iraq or by NEDO as- Its share of the royalty per ton on any rovaltv oil 
dcllverabledo p’ Arcy Exploration Co. (Anglo-Iranian) . (This had reforenoo to the Kirkuk field arrange- 
ments ol IPC.) These provisions gave Jersey Standard a “guaranteed royalty celling.” Momorandiim 
fromE. L. Estabrook to L. E. McCollum, dated January 24, 1947 (files SONJ, partl4-B 

18 Jersey Stpdyd’s Interests wore further safeguarded by a “most favored nation” clause which stipulated 
that the total m-loo paid by Jersey Standard would in no case exceed the price charged by Anglo-Iranian 
or Kuw,alt Oil Co. , Ltd., to any other long-term purchaser of Iran or Kuwait oil. Spot sale and short-term 
contract prices were oxclndod from this guaranty. Kuwait Oil Co. was included to guard against the possi- 
bility of sales by It being used as a subterfuge by Anglo-Iranian to escape this clause In the contract. Letter 
Irom L. C. Stevens to O. Harden dated January 27, 1047. If a lower “differential,” 1 c , fixed payment 
per ton ^or costs, wore granted any other customer, then Jersey Standard would receive the benefit of 
such ‘differential." If the prices to another customer, as determined by any othe,r “principle” than cost 
plus, were. In sum, l^cr than the price to Jersey Standard, Its price was autoraatloallv lowered acoordlnglv 

« Letter from O. Harden to B. R, Jackson (Anglo-Iranian), dated November 7, 1946. 


2.3541—52 11 
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letter supplemcj)] 
1946, initialed 
Iranian, the fol 


3. We feel oblij;i 
so much of the bo^ 
accounting staten 
Wo would prefc 
factory to AIOC, 
made by indepen- 
tained and paid fol 


:ed to ask that Jersey be permitted from time to time to audit 
oks of Kuwait Oil Co., Ltd.,™ as may be necessary to verify 
.ents relevant to the erude-oil contract. 

r that this be done by Jersey employees, but if this is unsatis- 
ivo would probably be willing to agree that such audits would be 
lent accounting firms — such as Price, Waterhouse & Co. — rc- 
r by Jersey. 


od 


Tho issue TOi 
parties soon c4: 
to be applied a: 
and current oHi 
mained in disp 
stand that the 
auditors rotaim 
ing books was 
stockholders.®^ 
not in a positi 
without previoni 
conformity wicl: 
given by Kuw 
safeguard by 
posed by Jersd, 
jDrofessional stajt 
(Kuwait’s) aud: 

Under the fi4i 
tho annual aud: 
to be made by 
bo specially reh 
by Jersey Stam 
A]:iglo-Iranian 
to examine the 
render a cortifidi 

It was furthe: 
to receive” froin 
(Jersey Standa'i 
any of the matti 
in tho contraci; 
olomonts of co; 
Standard. ' Thd 


as not settled this easily, however. Although the 
me to an agreement upon the accounting principles 
iid the allocation of the elements of cost among capital 
arges,®^ tho question of who would make audits re- 


Kuwait Oil Oo. wui 
Kuwait oil should app^: 
Kuwait or in Iran, alth( i 
applied for Kuwait and 
of production in Iran a: 
Cable from D. A. Shefki 
data" supplied by Anglb- 
bo about 27 fients per bj 
billion barrels and p 
commercial production 
Anderson, November ‘ 
Such agreement wa^ 
draft of the accounting 
signed on December I^ 
^2 Memorandum of a 
aghan. Socony concui 
G. V. Holton to W. L, 

22 Cable from the ebai, 
Cable from T. Monaj 


Ad 




mtal to tho “Heads of Terms,” dated December 20, 
by officers of Jersey Standard, Socony, and Anglo- 
owing appears: 


hto. Jersey Standard officials were unyielding in their 
accounts bo audited by their own or by independent 
’ by them, insisting that such a review of the account- 
necessary to fulfdl their definite responsibilities to their 
Anglo-Iranian countered by stating that “wo are 
on to give them access to the Kuwait Co.’s books 
s reference (to) Kuwait partners.” It proposed, “in 
1 usual practice on this side,” that a “certificate 
ait Co.’s auditor * would be satisfactory 

h parties.”®^ It insisted that the procedure pro- 
ly Standard “might reflect on (the) reputation and 
us of auditors and involve ethics questions as between 
tors and (Jersey Standard’s) independent auditors.” 
al compromise on this issue, as statiid in the contract, 
t of the books and records of the Kuwait Oil Co. was 
the statutory auditors of that company, who were to 
^ined and paid for this work as “independent auditors” 
dard and Anglo-Iranian. Tho statutory auditors of 
ere to be similarly specially retained by the two parties 
relevant books and records of the Anglo-Iranian and 
ate to tho auditors of Kuwait. 

jjr provided that Jersey Standard would be “entitled 
Anglo-Iranian “any and all information which buyer 
d) may reasonably request, from time to time, as to 
ers enumerated” in tho preceding parts of the article 
namely, the books and records relating to all the 
which entered into the price to be paid by Jersey 
disclosure of such information would result, in effect. 


W( 


,s specified because the parties bad agreed that the cost of production per ton of 
jy to all oil delivered under the contract regardless of whether it was produced in 
'Ugh the costs of royalties, gathering, and so on were to be separately determined and 
Tran oil. This use of Kuwait costs was feasible because the differences in the costs 
Kuwait were, according to Sir Williarn Fraser, “unknown but probably small.” 
,rd to 0. Harden, December 4, 1946. A preliminary review of “very approximate 
-Iranian indicated that producing costs in Kuwait, including gathering costs, would 
%rrcl for tho purchased crude. This estimate was based on estimated reserves of 4 
iuction of 300,000 barrels per day. All cstimatos, however, wore tentative, since 
in Kuwait had boon started only in July 1946. Cable from L. O. Stevens to J. O. 
V 1946, 

reported in a letter from L. C. Stevens to J. C. Anderson, November 20, 1946. A 
5 chcdulcs to tbo contract substantially in the form finally adopted was prepared and 
" . 1946. 

telephone conversation on February 21, 1947, between L. C. Stevens and T. Mon- 
red with Jersey Standard in its demands for an independent audit. Cable from 
King, Jr., dated March 3, 1947. 

rman (Sir William Fraser) to B. B. Jackson, dated January 2, 1947. 

Sghan to h. C. Stevens, dated February 24, 1947. 
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in opening up to Jersey Standard nearly all the details of the opera- 
tiops of Kuwait Oil Co., Ltd., and many details about Anglo-Iranian’s 
business in Iran.®® 

The crude-oil sales contract, therefore, implied a long-term close 
association between Jersey Standard and Anglo-Iranian. This con- 
clusion is supported by the details given above on the quantities of 
oil to be supplied, the length of the Supply period, the nature of the 
pricing principle (cost plus), the stipulations regai'ding the disclosure 
of information as to quality and as to costs, etc. Underscoring the 
fact of this contemplated long-term association was the joint partici- 
pation of the parties in the financing and construction of the Medi- 
terranean pipeline. 

An understanding between the two parties defining the ultimate 
market for which this oil was destined further emphasizes their close 
association. The contract for the sale of oil included the following 
provision: 

Nothing in this agreemont shall limit or restrict buyer (Jersey Standard) as to 
the sources from which it supplies any area or as tO' the areas to which it delivers 
supplies from any source, ft is, however, buyer’s intention in entering into this 
agreement to use. oil receivable by buyer hereunder in supplying buyer’s business 
in Europe {including the British Isles), North Africa {including the whole of Egypt), 
and West Africa, all of which areas aro hereafter referred to as “the reference 
area”. [Italics added.] 

The moaning of this provision, i. e., limiting the areas within which 
the purchased oil is to bo ultimately distributed, becomes clear on 
reviewing the discussions of the parties in its preparation. Early in 
the negotiations, a Jersey Standard official stated: 

I told Basil (B. B. Jackson of Anglo-Iranian) that so far as crude oil deliverable 
by pipeline was concerned, it was for the purpose of helping to supply the require- 
ments of our total business in the European and North African countries along 
with IPC, Saudi Arabian, Venezuelan, and * ♦ * other crudes.®* 

The first draft of the contract which included a definition of "the 
reference area” read as follows:®^ 

Europe (including the British Isles), Africa, Asia Minor, and India. 

This proved to bo unacceptable to Anglo-Iranian which objected to 
the specification of “particular countries”, and was "unwilling to 
include areas oast of Suez.” The wording that was finally settled 
on was substantially that proposed by Anglo-Iranian except for the 
specific mention of the British Isles and Egypt.®® 

The restrictive nature of the above-quoted provision of the crude- 
oil contract is further revealed by the context in which it was placed. 
This provision introduced the "Force Majeure” article which provides 
for adjustment of the contract in the event of un;foresoon events such 
as acts of God and of governments, insurrections, and the like. The 
intentions of Jersey Standard in negotiating the lengthy and compli- 
cated clauses in this article were succinctly stated by a Jersey Standard 

This conclusion Is put in these words, because, while the Kuwait costs of production, gathering, 
royaltiof, and so on wore all applloablo to the price formula, the applicable elements of cost for 'franlan oil 
included only the costs of royalties and gathering; sco p. 160, footnote 50. 

w Letter from Orville Ilardon to D. A. Shepard, Occombor IG, 1946. No mention was made in the letter 
about the oil to be lifted by tanker in tho Persian Gulf. It may bo presumed that this small part of the total 
purchase was destined for distribution in the Far East by Jersey Standard's aJRliato, Standard-Vacuum. 

57 “Second draft” of the crude-oil contract, undated. 

55 Cable from T. Monaghan to E. Johnson, March 4, 1047. This sensitiveness to tho Inclusion of areas 
oast of Suez reappeared in the supplementary agreement of April 5, 1949; sco below, p. 157. 

59 Those wore included because Jersey Standard thought it was necessary that they go in. Memorandum 
attached to letter from T. Monaghan to J. Addison (Anglo-Iranian), April 30, 1947. 
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of the loss of pair 
Standard was not 
area,” but rath' 
would be reduc 
Socony-Anglo 
Vacuum Oil Co 
25, 1947,®! subs 
Jemey Standard] 
tlie parties as 
previously deserj 
The total quai 
'period was 26,6 
■first 10 years of 
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(10,000,000 bar 
quantities to bo 
the contract bet' 
Socony’s “refd 
only by the in^ 
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.area).” 

Socony-Anglo- 
the summer of 
agreement for 
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final stages of 
companies entcri 
agreement, whef 
20-year period 4' 
Over the first 10 
into the pipelim 
the rate of 42,00 
barrels) was to ; 
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into effect and 


that in the event of a market being lost to us, say 
ing nationalized, I thought the fairest plan would bo 
4ldngs under the contract in proportion to what our 
such market represented to our total business in the 
ries of Europe and North Africa.” This intention 
been carried out in the “Force Majeure” provisions 
for the effect of these provisions is that in the event 
t or all of any markets, the oil purchased by Jersey 
to be diverted to any market outside the “reference 
hr the amount of oil deliverable under the contract 


1 ) 

th 


w Letter from Orville 
81 This is the date givra 
jftppcars to have bech. agre c 
to B. R. Jackson, Octob<'] 
See p. 148, footnote 3 
83 On September 5, 194 
Pipelines, Ltd. , to move 1 
from T. E. Monaghan to 
61 However, Socony cot 
Included in all three sale- 
63 As in the Jersey Stai 
vary greatly. Socony con 
fifteenth year. 


ed. 

Iranian first 'purchase agreement. — Tlie Socony- 
Inc., signed a sale of oil agreement, dated September 
tjantially the same as that signed on the same day by 
and Anglo-Iranian. This agreement, known among 
the first purchase agreement, differed from the one 
ibod only in the definition of the “reference area.” 
ntity of oil to bo purchased by Soconjr over the 20-year 
30,000 long tons (200,000,000 barrels). During the 
the contract, Socony was to take delivery of 10,000,000 
(28,000 barrels daily). The balance of the oil 
^ols) was to bo taken during the last 10 years in 
specified by the same procedure as that provided in 
.|wccn Jersey Standard and Anglo-Iranian.®^ 
ronce area” differed from that of Jersey Standard 
elusion of “the countries bordering on the eastern 
(including any islands within or adjacent to this 


Iranian second purchase agreement. — Sometime during 
47,®® Socony and Anglo-Iranian agreed that a second 
0 sale of oil would be arranged between them under 
same terms as the contracts that wore then in the 
!gotia.tion. Accordingly, on March 1, 1948, the two 
id into an agreement, known as the second purchase 
cby vAnglo-lranian agreed to soil to Socony over a 
[>,000,000 long tons (300,000,000 barrels) of crude oil. 
years of the contract, Socony was to accept deliveries 
at the rate of 15,000,000 barrels annually, i. e., at 
0 barrels daily. The balance of the oil (150,000,000 
[je delivered during the last 10 years of the contract 
ies nominated by Socony.®® This contract was to go 
delivery of the oil to commence, as in the previous 


mardon to D. A. Shepard, December 16, 1946. 
m on the contract. Actually, however, the definition of the “referonco area'* 
3 d on and the contract signed at a somewhat later date. Letter from C. Jj. Harding 
T 16, 1947. 


3p. 

w, Socony made a formal request that capacity be reserved for it in Middle East 
the additional oil it expected to acquire under this second contract. Memorandum 
ojB. B. Iloward, September 6, 1947. 

did elect to take 6 percent of th© animal quantities at Persian Gulf ports, a provision 
^f-oil contracts. 

.ijidard contract, the quantities nominated for any two successive years could not 
+ld torrainate the contract, after giving a 6-year notice, at the end of the tenth or 
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contracts, with the beginning of operations of the Mediterranean 
pipeline. 

With regard to the markets for the crude oil purchased under this 
second contract, the intention of Socony and Anglo-Iranian was to 
direct the oil principally to the United States. The following appears 
in the contract: 

It is, however, buyer’s (Socony ’s) intention in entering tlic agroemont that the 
oil receivable hereunder should be utilized to supplement buyer’s available 
supplies for importation into the United States. 

This oil was not to enter the reference area stated in the first purchase 
contract, since the force majoure article in which the above sentence 
appears, was designed “to keep United States separate from [the] 
other reference area.” Nevertheless, the contract appears to give 
Socony some latitude in disposing of the oil, since the above language 
would permit, and other provisions of the contract make provision for, 
the export of products refined from this oil to foreign markets.®* 

The second purchase agreement thus incorporates the same general 
principles as those in the Jersey Standard and first purchase agree- 
ments, differing from the two earlier agreements only in minor details. 
Thus the oil in ^1 throe cases is to be supplied at the option of Anglo- 
Iranian from its Kuwait or Iranian fields, and is to bo directed to speci- 
fied markets. The contracts arc all contingent upon the building of 
the Mediterranean pipeline and are to be in effect for 20 years. All 
three contracts provide for cost-plus pricing principles. In each 
contract substantially identical provisions are inserted relating to 
cost accounting, auditing, and the obligation of Anglo-Iranian to 
supply “any and all information” which Socony or Standard might 
“reasonably” request relating to these matters. In short, except for 

«• The price to be paid for this oil was determined by a cost-plus principle that varied somewhat from the 
formula in the earlier contracts in that it Incorporated a profit-sharing clement. The “cost” element in this 
formula was the cost per ton detorrainod in accordance with the procedure set forth in the Jersey Standard 
contract. The “plus” or “dlfTorontial” element in tlio formula was ono-third of the differonoo between the 
total average cost per ten of the oil clellverod t. o. b. tankship at tho Mediterranean terminal of the pipeline 
and tho "average open market value” por ton of oil at that point. Since this "value” corresponded to the 
world market price as applied in eastern Mediterranean ports, this was, in effect, a plan for sharing the profits 
on the crude oil— onc-third of tho profit per ton, 1. o., tho differential, being payable by Socony to Anglo- 
Iranian, and two-thirds of tho profit being retained by Socony. 

Although Anglo-Iranian got only ono-third of tho profit per ton. It Is probable that this formula gave' 
Anglo-Tranian a better return than under tho two earlier contracts. This is suggested by tho statement of 
Anglo-Iranian that “they have no present contracts other than Jersey and Socony which arc more favorable 
and have no present intention of making more favorable contracts.” (Por this reason, Angio-Iranian refused 
to grant Socony a “most-favorod-natlon clause”, I. o., an agreement such as that in the Jersey contract 
guaranteeing to extend to Socony lower prices granted to any other buyer and also because such a clause 
“does not apply to profit-sharing arrangements”.) Cable from Harding to Sheets, October 7, 1947. The 
'‘differential,” however, was free to fluctuate only within maximum and minimum figures which wbre 
stated in tho contract. Tho minimum figure put a floor under Anglo-Tranian’s profit per ton and the maxi- 
mum figure put a ceiling on the amount that'Socony would have to pay to Anglo-Iranian per ton as profit. 
Thus the total price por ton paid by Socony under this contract was more subject to variation than the 
prices under tho two earlier contracts, since both elements of the cost-plus formula wore subject to 
fluctuation. 

Cable from Herding to Shoots, October 7, 1947. 

•• It is not clear just how broad this latitude was Intended to be. The force majeure article of the contract 
indicates that products refined from this oil might be sojd in foreign marlccts and even that some crude ol 
might bo refined in foreign areas, the latter being regarded as improbable, however. It is provided that, 
in the event force majeure makes it impractical to Import the oil into the tlnltod States, the quantities 
taken annually during the period such force Is in operation will be reduced “appropriately.” However, 
in the event force majeure makes it impractical to. deliver the products refined from tho oil in a foreign 
market, tho oil is to bo utilized in tho United States. Tho possibility dt tho oil or its products being utilized 
in foreign markets is also provided for In tho terms of payment, tho oil to be paid for in dollars when de- 
livered to tho United States, to countries having currency freely convertible into dollars, or to countries 
which will allot dollars for the purchase of tho oil, and to bo paid for in sterling in all other oases. The 
parties primarily intended that this oil bo paid for in dollars, unlike tho oil delivci'ahle under the first pur- 
chase agreement which was to bo paid for in sterling, and agreed that oil delivered under the fli’st purchase 
agreement and sold in any such “dollar” areas would bo substituted for any oH delivered under the second 
purchase agreement and sold in “sterling” areas. Letter from 0. L. Harding to B. E. Jackson, October 17, 
1947. Taking all those provisions into consideration, tho primary intention of the parties scorned to be to 
restrict the market for oil deliverable under the second purchase agreement to the United States and possibly 
other “dollar” marketing areas. Tho marketing areas are not so specifloally delimited, however, as in tho 
Jersey -Standard and first purchase contracts. 
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in details or in wording, the three agreements are 
same.®® 

\'pelines, Ltd , — In the first discussions between Jersey 
glo-Iranian regarding a long-term contract for the 
it was agreed that this contract woidd be contingent 
Jaissioning” of a jointly owned pipeline from the 
i’ersian Gulf to the Mediterranean. This pipeline 
was conceived of as an integral part of the total 
the parties. Accordingly, the three parties — Anglo- 
standard, and Socony^ — negotiated a pipeline agree- 
March 23, 1948, which set forth their detailed 
l(,he size, financing, and operation of the proposed 
gh construction of the pipeline has been repeatedly 


the 


Socony entered into 
monts was of a short-ternk 
of crudo oil dally from Jiji 
‘^interim purchase agroci 
1049, and is to “expire onl 
The quantity of oil to be 1 
known to the Commissic^. 

Socony 's imports frpm 
this contract. (Effects 
Select Committee on Smt i: 
pt. ir, 1949, p. 504.) The 
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p. 21.) Jersey Standard j 
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70 Seepp. 168-160. j 

71 A two-third.s vote 
Iranian could not carry ai 
in that no action could ' 

72 See p. 148. 

73 This followed from tl^o 
volumes of oil, that they 
a 10-percent variation ab^' 
and the contract require; 
77,000 barrels daily, 


I bb 


i^ow postponed for several years at least/^ a review 
of this agreement throws additional light on the 
of the interests of the three parties that was con- 
tho contracts for the sale of oil. 
es created a joint enterprise, Middle East Pipelines, 
) finance, construct, and operate the pipeline, the 
ip being: Anglo-Iranian, 60.9 percent; Jersey Stand- 
and Socony, 14.4 percent.^^ It was agreed that 
res in the capital of the pipeline company” held by 
holding companies could bo “sold, tra,nsferred, hy- 
bherwise disposed of,” except to a subsidiary or to a 
ny, during the life of the agreement. However, 
e crude^oil supply contracts be terminated,^® Anglo- 
nn the right to acquire the shares of the company 
icntract by paying in sterling “the fair value” of the 
equal to that of any bona fide offer of a third party; 
)f the proposed pipeline was fixed at 535,000 barrels 
0 owning parties to have the right to utilize the line, 
nirements or on behalf of others, in the proportion 
Jieir share ownership in MEPL. This meant that 
sarplus capacity available to Jersey Standard and 


available to .4nglo-Iranian^ — ^326,000 barrels daily- — ■ 
in excess of its projected requirements, which .A.nglo- 
Jmated would average 210,000 barrels daily in 1952 


two other agreements with Anglo-Iranian In the spring of 1948. Onc.of these agree- 

I nature, providing for the purchase from Anglo-Iranian by Socony of 6,600 barrels 
ne 15, 1948, to the end of the year. The other agreement, descriood variously as 

i^ent” and the “interim crude supplj*- contract,” became effective on January 1, 
L the day that contract No. 2 [the second purchase agroeraontl becomes operative.” 
mrehased and the terms and conditions of sale under this 3-ycar agreement are not 
m. 

tjhe Kti wait-Iran area into the ITiuted St'ates in 1949-60 wore apparently made under 
Foreign Oil Imports on Independent Domestic Producers, hearings before the 

II Business, House of Rcprcs^itatives, 81st Cong., 1st scss., pursuant toH. Res. 22, 
50 imports totaled about 7,440,000 barrels in 1949, and were estimated at 10,780,000 
of Foreign Oil Imports on Independent Domestic .Producers, a report, op. cit., 
also imported oil from the Kuwait-Iran area in 1948 and the first 7 months of 1949, 
^ what arrangoraohts the oil was purchased. Its imports in 1948 were about 7,300,000 

5,250.000 bai'rels. 

the directors of shareholders was required to pass any resolution, i. o., Anglo- 
:^y resolution without the support of one of the American companies, but had a veto 
carried without its approval. 


. fact that their share of the capacity of the lino was roughly equivalent to the daily 
were committed to take under the crude oil supply contracts, plus allowances for 
tve average requirements and for contingencies. The pipeline capacity allotted to 
ijncnts for Jersey Standard were in each case 132,000 barrels daily, and for Socony, 
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(tho expected first year of operation of the pipolino), 250,000 barrels 
daily in 1960, and 275,000 barrels daily in 19657“’ While not stated 
in the agreement, it is apparent that Anglo-Iranian’s excess capacity 
was to be allotted to Gulf Oil Corp. and to Royal Dutch-Shell, pre- 
sumably to move Kuwait oil. It was anticipated that .A^nglo-Iranian 
would come to a separate agreement with Gulf and Shell with regard to 
the amount of capacity that would be allotted to them, their share 
in financing Anglo-Iranian’s share of the pipeline, and so on.™ Tlius^ 
although the pipeline agreement provides for only three shareholders 
in tho pipolino company, it was anticipated that five international 
oil companies, controlling a largo share of Middle East oil, would share 
in the utilization of the capacity of tho pipeline. 

It was agreed that the pipolino project would be financed by the 
three oil companies in proportion to their stock ownership, each 
party providing its due share of tho dollars and sterling that would 
bo required.™ To solve the problem of tho companies in providing 
the currencies required, reciprocal loan agreements were signed to- 
gether with the pipeline agreement, whereby the American com- 
panies agreed to lend dollars to Anglo-Iranian to supply part of their 
anticipated needs, and Anglo-Iranian agreed to lend equivalent 
amounts in sterling to tho American companies. Those loans were 
to bo called by tho parties and ro-lcnt to MEPL to meet MEPL’s 
money requirements from time to time. The loans wore to be repaid 
during the 10 years following the commissioning of the pipeline or 
January 1, 1955, whichever was earlier. On its part, MEPL was to 
repay its loans from tho parent companies “as soon as practicable” and 
in any event within 15 years from tho date on which crude oil would 
be first delivered through the pipeline. Tho loans wore further safe- 
guarded by a provision that, as permitted by English income-tax 
laws, the “initial allowances”, i. e., all capital costs incurred before the 
date of commissioning of the pipolino, would be “depreciated” or 
amortized over tho first 10 years of operation.'^^ 

The recitation of tho provisions of this or of the related crude oil 
supply contracts, however, does not reveal the breadth and generality 
of tho considerations that influenced the negotiations and shaped the 
final agreements. For example, one of tho many -issues that was 
discussed at considerable length was that of tho “nationality” of the 
pipeline company.™ 

Tho importance of tho pipeline project arises from the fact that it 
was conceived of as an integral part of tho agreements for the sale of 
crude oil. Tho relations between the participating companies in all 
these agreements wore well typified by the comment of an official of 

Moinorandum from C. L. Lockett to 11. W. Pago, May 6, 1947. 

75 The question of the amount of capacity to bo offered, to Gulf and Shell and their participation in tho 
financing of tho pipeline occurred frequently in tho negotiations as to the size of the pipeline, .Anglo-Iranian 
appearing as an advocate of a large capacity lino. The final solution of this problem, as above stated, was 
proposed by thevAmerican companies and was reluctantly accepted by Anglo-Iranian. Cable from Mona- 
ghan to Howard, October 16,1947. It was anticipated that Anglo-Iranian ’s arrangement with “outside ship- 
pers." i.o., Gijlfand Shell, for disposition of their unused space “would probably be a reasonably long-term 
one." 

70 Tho stated money requirements, including construction costs and working capital, were £26,000,000 
plus $100,000,000j_i. e., tho equivalent of $200,000,000. Soon after tho agrccniont was concluded, MEPL 
officers prepared a “project budget,” i. o., a budget for construction of the lino, dated April 20, 1948, esti- 
mating the cost at $232,000,000. MEPL Management Eoport No. 11, October 4, 1948, p. 2. 

77 Schedule to the pipe lino agreement. This also protected the American companies in the event 
they elected to terminate tho crude oil contracts at the end of tho tenth or fifteenth year of the supply 
period; sec p. 148. 

78 This was an important issue because it affected the tax liabilities of tho owners of tho company, im- 
portant features of ttie control and operation of tho pipeline, currency and procurement matters, and the 
problems of financing and disposing of the revenues of tho company. 
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agreements . — It had been originally anticipated that 
(jijcct would be completed by the end of 1951 so that 
.r of operation of the pipeline and o:f the contracts for 
^ould bo 1952.®'’ Due to the slowness of negotiations 
dnventions with Syria and Iraq, across which the pipe- 
built, and to expected delays in obtaining steel pipe, it 
apparent that this target date could not be met.®^ 
ujpplemontary agreements to the three contracts for the 
the pipeline agreement wore negotiated by the throe 
ire signed on April 5, 1949. These supplementary 
adjusted the rights and obligations of the three oil 
lihat, the appropriate safeguards to their respective 
made, the crude oil contracts would become effective 
1952, the purchased oil being lifted by Jersey Standard 
tanker at Persian Gulf ports. The pipeline project 
^ntary agreements was reduced from a settled matter 
and due to the continued operation of the abovo- 
ing factors, it was decided, in 1950, to postpone the 
ast 3 years.®^ 

day that the pipeline agreement was signed, March 
Agreement in principle with details to be worked out 
lied between Jersey Standard and Anglo-Iranian which 
Jersey Standard “to take crude by tanker in lieu of 
(jelivories to be applied against crude contract and to 
51, and to continue until pipeline is completed and in 
This preliminary understanding was developed into 
sal by Jersey Standard, dated August 30, 1948, that 
s the basis of negotiations by Anglo-Iranian.®‘‘ The 
^roement set foith in this letter were substantially 
the elaborate and complicated documents that were 
rvo the rights and obligations of the parties that had 
•n in the earlier agreements. It was agreed that, even 
ditorranean pipeline wore not constructed by that 
ijly period ”_ — the 2 0-y car •period during which the crude 
re to be in effect — ^would begin on January 1, 1952. 
as to be delivered into tankships in the annual quanti- 
1 in the basic contracts at Mashur, Iran, and was to be 
Quality of the total gross production in Iran.®' Those 
iiies wore to bo suspended when the Mediterranean 


Porters to Loo D. Welch, February 18, 1948. 

snt Rept. No. 7, Juno 3, 1948, p. 6. ' 

ss of negotiations for wayleaves up to the spring of 1948 was due in part to the fact 
jto the Syrian or Iraq, Governments could be made until after the incorporation and 
[were completed and power of attorney could be given the negotiators. MEPL, 
. 1, December 3, 1947. 

[Harden to Abrafran (F. W. Abrams), March 23, 1948. 

rently did not submit a companion letter to this, its files show that it participated in 
tpe negotiations that were had on the basis of this letter. 

‘I of such quality could not be delivered at Mashur, it could bo lifted at Abadan, 
the oil delivered at Mashur would be produced at the Agha .Tahrl field In Iran. 
Iranian quality and was produced in. sufficient quantities to meet contract require- 
"^eman to D. A. Shepard, November 10, 1948. Production at the Agha Jahri field 
rcls in 1948 and more than 84 million barrels in 1949 (World Oil, July 15, 1950, p. 203). 
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pipeline was completed, and the provisions of the basic contracts 
would then come into effect. 

The price to be paid for this oil was to be determined in accordance 
with the procedure described in the basic contracts, that is, it included 
all the costs of producing and gathering the oil, including the costs of 
delivering it f. o. b, tankship at Persian Gulf ports, i, o., Mashur,*® 
With regard to this last price clement, a now formula for its determina- 
tion was agreed upon for the oil purchased under Socony’s second pur- 
chase agreement which preserved the principal that the “differential” 
should consist of one-third of the gross profit per ton, i. c., the differ- 
ence between total costs and world market prices.®'^' The provisions of 
the basic contracts relating to accounting, auditing, the furnishing of 
information about costs, and so on, were to apply under the supple- 
mental agreements without change. 

One of the features of the basic contracts was the definition of 
“reference areas,” i. e., markets in which it was the stated intentions 
of Jersey Standard and Socony to sell the oil delivered through the 
pipeline. The contracts provided, however, that 5 percent of the 
annual quantities purchased could bo lifted by tanker in the Persian 
Gulf; that provision presumably permitted the delivery of 5 percent 
of the oil in far-eastern markets. The intention of the parties in 
preparing the supplementary agreements was to preserve these market- 
ing arrangements,*® and to this end the following provision was 
included in each supplementary agreement to the crude-oil contracts: 

If in any year of, the supply period during which f. o. b. tankship deliveries 
are made * * * more than 5 percent of the quantity deliverable in the year 

in question pursuant to the supply agreement is shipped by buyer [i. e., Jersey 
Standard or Socony] to destinations cast of Suez, then tho price for each such 
cargo of such excess quantity shall be seller’s [Anglo-Iranian’s] established spot 
cargo price f. o. b. tankship for shipment to destinations east of Suez in effect 
at the Persian Gulf port at which the particular delivery was made at the time 
such delivery was made,®® 

The effect of this provision, is to penalize all oil, in excess of 5 percent 
of the quantities acquired annually under the contracts, which is 
shipped to destinations in tho Middle East (except Turkey), all of 
Africa (except West Africa), India, and the Far East, and Australia 
and Oceania, and to direct up to 95 percent of the oil to the areas 
which Jersey Standard and Socony would “normally have supplied 
with such oil after transportation through tho pipeline, were the 
pipeline coihplotod.” 

The Iranian royalty, however, in accordance with the terms of the basic contracts, could apply only to 
50 percent of tho oil purchased annually, the Kuwait royalty applying to all Iranian oil in excess of 50 per- 
cent. This provision had originally been inserted in the contracts to protect Tersey Standard and Socony 
against the contingency that tho higher Iranian royalty would apply on m ore than 50 percent of their annual 
purchases. . The provision that the royalties would not exceed, in any event, that paid by IP O also applied 
under this contract. 

Tho elements of this formula wore necessarily rather arbitrary. The value clement In tho formula — 
“tho average open market value of oil f. o. b. tsmk ship Mediterranean tcrmlnaT’ was to bo determined in 
accordance with the procedure proscribed in the second purchase agreement except that the “Mediterranean 
terminal” would bo “assessed as for export delivery f. o. b. tankship Haifa, or Tripoli, or other roprosontative 
oil-export terminal.” The cost element of the formula was to consist of the casts per ton of production, 
gathering and loading, and royalties, plus the dlftoroncc bctwcon the cost pov ton In sterling of transporting 
oil by tanker from Mashur to the United Kingdom and tho corresponding cost per ton between Haifa to tho 
United Kingdom. A “tanker freight dlfleronttal” schedule was appended to the supplementary agreement 
showing how this last cost factor was to be dotcnnlncd. Tho difference between the “value” and the “cost” 
of the oil representod the “gross profit.” One-third of this sum was the “differential” which was to bo paid 
to Anglo-Iranian, while two-thirds was retained by Socony. Maximum and minimum limits to the amount 
of this differential wore included In the supplementary agreement. 

Letter from Jersey Standard to Anglo-Iranian, August 30, 1948. 

“Destinations east of Suez” was defined as meaning “destinations in the Eastern Hemisphere either 
(i) cast of longitude 60° east or (ii) both oast of longitude 16° east and south of latitude 30° 30' north.” 

Letter from Jersey Standard to Anglo-Iranltm, August 30, 1948. Tho restrictive effect of this provision 
might be cited as evidence supplementary to that given In oh. V, with regard to the Bahrein Fetroldum Co.'s 
marketing problems prior to 1948, suggesting that marketing cartels were in operation In these areas cast 
of Suez. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Re ease 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 
158 te:e international petroleum cartel 

Tho other provisions in the agreements supplementary to the three 
contracts for the sale of crude oil and tho pipeline agreement were 
designed to pro^dde a procedure for settling the future of the pipeline 
project and to safeguard and preserve the rights and interests of the 
parties under all contingencies. Those provisions were summarized 
by Orville Harden as follows: 

(2) The pipeline situation will be reviewed in 1956 and in 1961 and at either of 
these times tho pipeline agreement may be terminated if construction is not sub- 
stantially started. In the event of such termination tho crude oil contract will 
terminate 5 years later. 

(3) If the crude oil contract is not thus terminated, but Jersey terminates it at 4 

the end of the tentli or fifteenth year and Anglo-Iranian does not purchase Jersey’s 

pipeline shares, Jersey may continue the crude supply contract under contract 
terms up to a date fixed by it or until the end of the tenth year after completion 
of the line, whiohe vor is earlier. 

(4) If the pipel no has not been substantially started by 1966, the pipeline r 

agreement terminates.®! 

This summary equally applies to the Socony- Anglo-Iranian supple- 
mentary agreements as well. None of the supplementary agreements 
wore intended, iiowover, to affect in any way the agroero.ont of the 
parties that they would “proceed with tho construction of tho pipeline 
as promptly as circumstances permit.” 

Postponement of the construction of the Mediterranean pipeline . — 

The problems that had led to tho delays in getting MEPL under way 
continued to hamper that project after the supplementary agreements 
were signed. The problem of the procurement of steel did not appear 
to bo settled until sometime near January 1950, when arrangements 
were made for “s tool pipe production to begin in tho third quarter of 
1951.” This was thought to be the earliest date that construction of 
the pipeline coild begin.®® Tho most important factor in delaying 
tho Mediterranean pipeline, however, was the difficulty in obtaining 
wayleaves from Syria and Iraq; and, in fact, it was the failure to 
obtain an acceptable wayleave convention from Iraq that led to the 
postponement of the pipeline project for a 3-year period, i. o., from 
1951 to 1954. Thus, the present status of the pipeline project is 
suspensive until 1954 or such later time as tho parent companies de- 
cide that condit ons are suitable for its implementation. 

After protracted negotiations, a pipeline convention was signed 
with Syria on J une 7, 1949. It proved to bo impossible to make a b 

wayleave convention with Iraq, however, because MEPL was a side 
issue, as far as ihe Iraq Government was concerned, the main issue 
being tho volume of domestic production of crude oil. Iraq was par- 
ticularly anxious to push the development of production by the 
Basrah Petroleum Co., Ltd., an affiliate of IPC, because under the 
terms of this concession, they were to be paid as a roj^alty 20 percent 
of the oil produced.®® Idie situation, therefore, was that — 

from the outset the only attraction the MEP project has seemed to have for them 
was in connection with Basrah oil * * *. In-short, every Iraqui interest seems ; 

to be against the wayleave itself except insofar as It brings with it hope of in- 
creased Iraqui production. ! 

Thus, the negotiations throughout consisted for the most part of dis- 
cussions of this matter, the attitude of the Iraq negotiators being 

01 Executive cojnmittcf minutes of Jersey Standard, April 28 , 1949. 

Provisions to this effect appear in each of the 4 supplementary agreements. 

03 Letter from C. L. Lockett to 0. Saunders, January 23, 1950. 

05 8go p. 96. 
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colored with the “fear that their aspirations for Iraqui production are 
still being ignored in certain quarters.” 

The various proposals of the Iraq negotiators, therefore, were de- 
signed to achieve this one main purpose. They vigorously pressed a 
proposal that MEPL commit itself to reserve space for the transpor- 
tation of Basrah oil. The MEPL negotiators, however, were in- 
structed in the summer of 1948 that since IPC and its associated 
companies in Iraq were planning to develop broad-scale discussions 
with the Iraq Government in the near future, it was probable that a 
full understanding would bo developed satisfying the Government’s 
desires to sec a “continued active development of the oil resources of 
Iraq.” In these circumstances it was hoped that MEPL would not 
have to make a commitment to transport the oil of outsiders.®^ 

While the negotiators held this matter in abeyance, it appears that 
the Iraq Government was not satisfied with the assurances given by 
IPC and was determined to press the point. The negotiations came 
to a halt after the following demands were made by the Iraq Minister 
of Economics; 


Firstly, that a letter bo written by Sir William Fraser (and no one else), safeguard- 
ing production of the IPC fields. 

Sir William, chairman of Anglo-Iranian, was spocifiod because “every- 
one in Iraq believed that it was ho and ho alone who had the final 
word with the (IPC) group.” The second demand was that MEPL 
“would be requested to assume the role of a common carrier.” This 
actually meant that MEPL was to obligato itself to carry 8 million 
tons annually of Basrah oil,®® i. e., 166,000 barrels daily. 

Such a proposal was unacceptable to the parent companies of 
MEPL, since it would reserve nearly 30 percent of MEPL capacity 
for “outsiders.” This woxdd mean that each of them would have to- 
surrender some part of their space for this purpose for an unknown 
period of time, since the Iraq negotiators had not mentioned any time 
limit.®® It will bo recalled that tlie owners of MEPL — Anglo-Iranian,. 
Jersey Standard, and Socony — together owned 47.5 percent of Basrah 
Petroleum Co.‘ Hence they would have recovered only about half 
of the capacity they surrendered in this way to Basrah. Further- 
more, Jersey Standard and Socony were comrnitted to long-term con- 
tracts for the purchase of oil with Anglo-Iranian which would require 
their full share of MEPL capacity.® 

The result of those proposals was to further delay the date of the- 
beginning of the construction of MEPL. At a meeting of the board of 
directors of MEPL on June 1, 1949, a decision had already been made 
that “the implementation of our construction progranr be deferred 
for the present and reviewed at the next board meeting.” ® At a 
meeting on October 19, 1949, it was resolved “that the project should 
be delayed for a minimum of one (1) year, except as to continuance of 


■» Letter from L. O. Bice to 0. L. Lockett, July 2, 1948. 

Letter from W. L. Butto to 0. L. Lockett, July 29, 1948. 

•« Letter from D. R, doL. Maephorson to 0. Saunders, February 24, 1950. 

» Letter from O. Jj. Lookott to B. B. Howard, Mareh 17, 1960. 

3 Tile situation was made more dilTicult by an additional Iraq proposid that ‘‘MErL should transport 
at cost price tho share of oil in kind allotted to the Government under the Basrah Convention, i. e. , 20 per- 
cent of Basrah production . Since this oil could not bo exported or sold for export by the 
but could be resold at the “well head market value” to the Basrah company, it was supposed that the pu^ - 
pose of this proposal was to enhance this value of the royalty oil as agajpst that of the remaiiimg BasraUj. 
production. Ijcttcr from H. W. Page to F. O, Canfield, March 27, 1950. 

3 Minutes ol the meeting. 
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ations in Iraq.” ^ As a result of the Iraq proposals, 
ling of MEPL was held on April 4, 1950, where it was 
intinue negotiations indefinitely” and to “postpone 
kst 3 years,” i. e., construction wotdd commence at 
instead of 1951, as had been planned.® 
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SUMMARY 

|for the sale of crude oil discussed in this chapter repro- 
intermingling of the interests of the major intorua- 
,nies in Middle East oil. Joint ownerships in the 
ch have resulted in extensive controls and restrictions 
,vo been described in chapters IV and V. In addition 
ps, the crude-oil supply contracts described in this 
rbvided another basis for joint control over oil pro- 
jecting. These contracts have resulted in a sharing of 
Kuwait and Iran and a channeling of the oil to the 
jnds of firms able and interested in maintaining world 
ts. These two instruments of control utilized in the 
jjit ownership and crude-oil supply contracts, have, in 
complement each other in protecting the mutual 
international oil companies in the production and 
'”ld oil. 

provide for the sharing of large quantities of oil over 
Lime. Under the Gulf-Shell contract, Shell acquired 
billion barrels of Kuwait oil owned by Gulf to be 
n open-end contract period of at least 22 years. 
-Iranian-Jersey Standard-Socony contracts, Anglo- 
to tui'n over to the two American companies 1.3 
Kuwait-Iran oil over a 20-year contract period.® 
cts result in the division of the production of Kuwait 
the buyers and the sellers and, in effect, give them 
inning interests in that production over a period of 


an 


;o C. L. Lockett, April 5, 1950. Despite these decisions, however, the negotiations 
jpdiatcly broken off, for further negotiations were held with Iraq representatives 
J^ottor from H. W. Page to B. B. lloward, July 19, 1950. About tnls time the basis 
■ q Government on an MEPL convention was being laid in IPC group discussions, 

e Jersey Standard was proposing that Basrah Petroleum Co. should agree to 
.000 tons of crude iumually and that, on this basis, there was a “chance of satis- 
hat by 1964 total production from Iraq sources will he up to about 26,000,000 tons 
day) and therefore, comparable with production from the other large Middle 
•m n. W. Pago to F. O. Canfield, March 27, 1950. In this letter Mr. Page also 
Government would like to have maximum output of the Kirkuk pipeline plus 
h. Thiscannotbeguarantccdhyn-'Catpresent. * * • I agree with de Metz 
rbduco minimum concession requirements from Basrah (and probably settle on 
a minimum) if wo q,tv, to get anywhere with the negotiations.” These comments 
^rk quoted above. (It is difficult to toll whether he is here referring to MEPL or 

of the IPO 30-inch pipeline, such production would be possible if MEPL agreed 
LDually of Basrah oil. Such a proposal was then under consideration by the repro- 
•1 ipanics which owned MEPL. Letter from n. W. Pago to B, B. Howard, July 
would appear to be cleared up by the decision of IPC to build a pipeline from the 
)0 Fao on the Persian Gulf. See map following p. 60. 

[uired, through Its contracts with Jersey Standard and Socony and through its 
a powerful voice in determining the volume of production in Kuwait and Iran, 
agreement with Gulf, Anglo-Iranian, with Gulfs consent, could substitute oil 
Kuwait oil ordered by Gulf for itself or for Shell. Under the three contracts with 
•ny, Anglo-Iranian could supply the amounts contracted for from Kuwait or Iran 
^-Iranian could restrict or expand the production of Kuwait or Iran to meet the 
tho five oil companies, i. c., Anglo-Iranian, Gulf, Shell, Jersey Standard, and 
' such "political” or other considerations as it judged to be important. 
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These mutual interests are tynificd by the unusual terms as to 
price that were agreed upon by the parties. Under the Gulf-Shell; 
contract, no price is stated, but elaborate provisions wore written 
providing for the division of profits between the two parties. The 
profits are determined and shared <for the entire integrated process of 
producing, transporting, refiping, and marketing for a minimum 
period of 22 years. Thus, to all intents and purposes, Gulf and Shell 
are joined together in a long-term integrated oil enterprise. 

A cost-plus pricing principle was adopted for the three contracts 
for the purchase of oil owned by Angio-Iranian. The price under the 
Jersey Standard and Socony first purchase agreements was fixed at 
the actual cost of production plus a fixed sum of money per ton, and 
under the Socony second purchase agreement, at actual cost plus 
one-third of the gross profit per ton realized on the crude oil, Such a 
pricing principle gives the purchaser a direct and strong interest in 
the costs of the seller, since the purchaser will benefit from any 
economies achieved by the seller in his operations. This interest 
was evidenced by the extensive provisions in the contracts setting 
forth the method for determining and allocating costs and for the. 
delivery by Anglo-Iranian of “any and all information” relating to 
the cost elements entering into the price which Jersey Standard and 
Socony might “reasonably” request. 

The significance of the contracts as instruments for the control of 
Middle East oil is further evidenced by the provisions restricting and 
controlling the marketing of the oil. Under its 1933 joint-ownership 
agreement with Anglo-Iranian, Gulf was bound not to disturb Anglo- 
Iranian’s marketing position at any time or place, a restriction which 
had particularly restrained Gulf from entering markets “east of Suez.” 
The terms and nature of the Gulf-Shell contract of 1947, however, 
imposed new restrictions on Gulf which largely superseded the re- 
strictions of the 1933 agrcoment.7 Thus if Gulf should use Kuwait 
oil to increase its business in any Eastern Hemisphere market at the' 
expense of Shell, it would bo penalized by an equivalent reduction of 
its deliveries to Shell. Similarly, Gulf would share, under the profit- 
sharing principle, in the losses occasioned by any price cutting in any 
Eastern Hemisphere market. Such price cutting would bo expected 
to result if Gulf, in the utilization of Kuwait or any other oil, tried to 
invade any new markets or to increase its share of business in any 
established market. The Gulf-Shell contract thus appears to limit 
Gulf to those markets in which it holds a historic marketing position 
but to allow it,_ through the profit-sharing arrangement, to participate 
in the marketing of oil in those territories in wliich Shell holds a 
marketing position. The extensive joint marketing arrangements of 
Shell and Anglo-Iranian assured the integrity of the marketing posi- 
tions of both. Thus the effect of these arrangements is to carry 
forward into the postwar period, the “as is” principle, to be described 
in chapters VIII and IX, preserving the historic position of partici- 
pants in each market. 

The areas in which Jersey Standard and Socony could dispose of 
the large quantities of oil acquired from Anglo-Iranian wore similarly 
specified in the contracts. Not more' than 5 percent of this oil could 
be distributed “east of Suez,” a provision penalizing any excess ship- 

' The Anglo-Iranian-Qulf agroemont of 1033 was terniinatod on Novomhor 30, 1061. 
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a being inserted in each of the supplementary agree- 
1 effect on January 1, 1952. Jersey Standard and 
.e first purchase agreement, were to distribute their 
^nd north and west Africa.® Socony, under the 
agreement, was. to import its oil into the United 
i, under these agreements, the three parties agreed 
into which this oil was to flow.® 
on supply contracts, not only because of the large 
and the long periods of time that were specified, but 
the unusual provisions as to price and marketing, 
jve instruments for the control of Middle East oil, 
lomplement and increase the degree of joint control 
It oil resulting from the pattern of joint ownership 
v. preceding chapters. The operation of these two 
control, in effect, brings the seven international oil 
Tolling practically all of the Middle East oil resources, 
mutual community of interest. 


8 Socony was also porra: 
(including any islands wi 
® Insofar as Jersey Stai 
within tho permitted arc; 
Standard, and the agreenl 
For details on marketing 


jtted to distribute its oil in “the countries bordering on tho eastern Mediterranean 
i thin or adjacent to these areas).” . . 

jidard was concerned, it had an established marketing position in each market 
MLS. Socony’s business was not so extensive, however, in Europe as that of Jersey 
ent does not restrict Socony to aro£« in which it already had a marketing position, 
positions before World War II, see ch. IX. 
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CHAPTER VII 

JOINT CONTROL THROUGH PURCHASE AND SALE OF OIL 

IN VENEZUELA 

INTRODUCTION 

The use of crude-oil supply contracts to control the production of 
oil had effectively bound together the major oil interests in Venezuela 
a decade before this instrument of control was adopted in the Middle 
East. In Venezuela, however, such contracts wore of a far more com- 
prehensive nature, welding the interests of the parties together in an 
explicit joint enterprise lasting for the life of the concessions owned by 
the joint enterprise. Under this agreement the price paid by the pur- 
chasers, except for the sum initially paid as a consideration for the 
agreement, was merely the actual costs of production of the oil. The 
contracts, therefore, were again devices for sharing the ownership of 
the oil. Another important feature of the contracts was certain con- 
trols that were laid on production. 

The Venezuelan petroleum industry has been an important factor 
in world petroleum markets for about 25 years. Throughout this 
quarter of a century of almost uninterrupted growth, three great 
international petroleum companies — 'Royal Dutch-Shell, Standard Oil 
Co. (Now Jersey), and Gulf Oil Corp. — have been closely associated 
in the exploitation of this rich Venezuelan resource. These three 
companies have jointly maintained a pervasive control and influence 
over the Venezuelan industry in all its aspects, from exploration and 
development to the marketing of the end products. 

During the period before World War II, practically all of Vene- 
zuelan petroleum had boon produced in western Venezuela.' How- 
ever, in the mid-1930’s, a mounting tide of discoveries indicated 
that a resource of unpredictable magnitude and richness existed in 
eastern Venezuela. While practically all of these newly discovered 
oil fields wore hold by subsidiaries of Standard (New Jersey) and 
Gulf, it was evident that the impact of the now production upon 
world petroleum markets would concern all of the international oil 
companies, particularly Standard and Shell. Accordingly, the vari- 
ous subsidiaries of Standard, Shell, and Gulf entered into agreements 
designed to attain the following objectives: 

1. The virtual elimination of Gulf as an independent factor in 
Venezuela. This was accomplished by the transformation of the 
Mene Grande Oil Co,, Gulf’s operating subsidiary in Venezuela, into 
a joint enterprise, owned and controlled by Gulf, Shell, and Standard 
(New Jersey), and by the attendant surrender by Gulf of valuable 
management prerogatives. Two so-called sale of oil agreements 
were the principal medium for this transformation. 

1 Specifically, up to October 1, 1938, nearly 93 percent of total accumulated production. More than 73 
percent of accumulated production, as of this date, had come from the east shore of I^ake Maracaibo alone. 
The Oil Wcokly, November 7, 1938, pp. 16-27; December ^9, 1938, pp. 18-26, 

163 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Re 


ease 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


164 


th: 


jjd 


2, The contro’ 
zuela, eastern a: 
all times, accord! 
the producing co 
achieve this goalj 

3. The contro 
covered eastern 
by the re-creatio[ 
production quota 
tion of the easp 
Standard (Now 


INTERNATIONAL PETROLEUM CARTEL 

and regulation of petroleum production of all Veno- 
' western alike, so that Venezuelan output would, at 
with the current world market situation as soon by 
mpanies. A production quota system was set up to 


1 and regulation of the doveloprnent of the newly dis- 
Vonezudan oil fields. This was accomplished partly 
jn of Mene Grande as a joint enterprise, partly by the 
system, and partly by the merging of a major por- 
ern Venezuelan holdings of Mene Grande and of 
Ijersey) into a joint enterprise. 


The agreemon 
specific situatioili 
December 1937, 
analysis of the 
presents backgri 
the purposes of 


BACKGROUND OF THE AGREEMENTS 

jts that are to be described were designed to meet a 
and to gain specific ends. They were signed in 
a year which is thus of critical importance in the 
Venezuelan oil industry. The following discussion 
)und information necessary to an understanding of 
he parties to those agreements. 


Identification list 
The principal i 
fyhig abbreviate 
(a) Gulf O 

(Men 
(&) Standai 
La^- 
Sta 
Cr 

(c) Royal 

• Vo: 

Ca; 

Co 

■ In addition, t 
countries onterc 
pation in the ag 

(d) Standaiji 

Petro 

(e) Royal 

Olio 
The properties 
agreements were 
Mene Grande 
subsidiary of th 
theless, at the ti 
1937, Meneg ali[ 
control over its 
by a sharing of 
as a joint enter|}; 
further. 

During its en 
business of prod 


of companies 

operating companies in Venezuela in 1937, with identi- 
d names, were as follows: 

1 Corp. subsidiary: Mene Grande Oil Co., C. A. 

d Oil Co. (New Jersey) subsidiaries: 
p Petroleum Co. (Lago). 
ndard Oil Co. of Venezuela (SOV). 

;§ole Petroleum Co. (Creole). 

'utch-Sholl group subsidiaries : 
hezuelan Oil Coiiccssions, Ltd. (Shell), 
ibboan Petroleum Co., Ltd. (Shell). 

[on Development Co., Ltd. (Shell). 

(VO companies whose principal activities wore in other 
into the Venezuelan picture bj^ virtue of partici- 
feements. These were — 

d Oil Co. (New Jersey) subsidiary: International 
cum Co., Ltd. (International). 

Dutch-Shell group subsidiary: N. V. Nederlandsche 
Maatchappij (NOM). 

and business of these companies at the time the 
concluded in December 1 937 were as follows : 

Oil Co. {Meneg ). — ^Mcneg has been a 100-porcent 
e Gulf Oil Corp. throughout its existence.^ Never- 
ime the various agreements were signed in December 
eady represented a tangle of corporate interests, its 
iroperties and property interests having been diluted 
fights and benefits with others. With its re-creation 
rise, however. Gulf’s interest in Meneg was diluted 

-ire existence, Meneg has been engaged solely in the 
jucing crude oil, or acquiring it through share inter- 


^ It is 100-percont ownftd by the Venezuelan Gulf Oil Co., a 100-iiercent owned subsidiary of Gulf. 
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ests, and transporting that oil by pipeline or lake steamer to shipping 
points on the Venezuelan coast. 

As of December 1, 1937, Monog owned varying kinds of interests in 
exploitation concessions in Venezuela totaling about 4,300,000 acres 
in extent.® Only a sm.all part of this, comprising about 109,000 
acres, was in western Venezuela,' chiefly in the oil-rich Lake Mara- 
caibo area. Other corporations owned royalty and other interests 
in at least 40 percent of this property.^ Until 1938, practically all of 
Moneg’s production came from, these prolific acres. 

In eastern Venezuela, Menog owned or had interests in about 
4,191,000 acres of exploitation concessions.® Those properties fell 
into three general classes; (a) Monog held title to about 1,112,000 
acres of this on its own account, (6) it held title to about 1,148,000 
acres for the joint account and at the joint expense of itself and the 
Standard Oil Co. of Venezuela (SO V), and (c) it held a 50-per- 
cent interest in about 1,931,000 acres, title to which was held by 
SOV si.milarly for joint account.'’’ Besides these exploitation con- 
cessions and interests, Gulf owned on its own account about 50,000 
acres of exploration concessions and hold joint interests with SOV in 
about 415,700 acres of exploration concessions. All of the joint 
properties of Menog and SOV were brought into the Meneg-SOV 
agreement as described below. 

In December 1937 Moneg had a total production of 70,000 barrels 
of crude oil daily, all but token amounts being produced on its Lake 
Maracaibo properties. Its properties and interests in eastern Vene- 
zuela, moreover, promised to be of great value. 

Standard OH Co. of Venezuela {SOV), Lago Petroleum Co. {Lago), 
and Creole Petroleum Co. (Creo/e).— Those three companies were the 
principal subsidiaries of Standard (Now Jersey) in Venezuela in 
December 1937. Standard Oil Co. of Venezuela has already been 
mentioned as the principal partner with Mcneg in the ownership 
and operation of various concessions in eastern Venezuela. SOV 
also operated concessions on its own account in eastern Venezuela and 
a comparatively small acreage in western Venezuela. Lago Petroleum 
Co., operating entirely in the rich oil fields of western Venezuela, 
produced nearly twice the volume of crude oil produced by SOV. 
Lago also operated a small refinery and marketing organization for 
the Venezuelan trade. Both Lago and SOV transported their crude 
oil production by pipeline and lake steamer to the Venezuelan coast, 
whence it was shipped to the largo refinery at Aruba or to other 
refineries of Standard (New Jemoy) in the United States and Europe. 

Creole Petroleum Co. acted, in 1937, chiefly as a holding company 
subsidiary of Standard (New Jersey). It controlled 100 percent of 


3 Mene Grande Oil Co., Idontiflcation List ol Oil Concosslons in Venezuela. „ , , 

( Royalty interests were and are still held in some ol these properties by Venezuelan Petroleum Co. (sub- 
sidiary ol Sinclair Corn.) and by the Maracaibo Oil E.xploration Co. (See Moody’s Industrials, 1037 and 
1950 ) Gulf’s prospectus, dated .Tune 7, 1943, iip. 20-30, reveals that the Creole Petroleum Co. (.Torsoy 
.standard) hold a royalty interest in some properties, and had a joint (50 percent) interest in the crude oil. 
produced on other properties of Monog, paying half Uie costs Incurred. In 1937 these three compa,nios alone 
held Interests in 40 50 percent of Monog’s properties in westom Venezuela. 

3 Identification list of oil concosslons in Venozuela. ■, , ... 

• In addition to this, SO V in I loeembcr 1 937, was in the process of transferring about 17,000 acres of exploita- 
tion concessions to tho joint account. Ibid. 


2.3541 — 52 1 2 . 
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^iicd the royalty and joint interests in Meneg’s 
properties mentioned above.® In 1943, all of Standard 
properties and interests in Venezuela, except certain 
ineg, ® were consolidated into Creole, which became 
operating subsidiary in that country. Standard’s 
ircole increased from 74.62 percent in 1937 to 93.12 


Oil Concessions, Ltd., Caribbean Petroleum Co., and 
'.ent Co., Ltd. (NAe//).— ^These three subsidiaries of 
;h-Shell group operated in western Venezuela, and were 
':he business of producing crude oil and transporting 
oints. Since 1938, certain Western Hemisphere assets 
up, including its interests in Menog, have been trans- 
lidatcd into the Caribbean Petroleum Co., the name 
ly being changed in 1948 to the Shell Caribbean 


p- 


(C 


group The N[ 
the agreements 
Caribbean Petrdl 
The VenezuelQ,^. 
yielded about 9 
in 1937.'® Practll 
requirements a: 


8 Sco footnote 2. p. 165. 

These interests in Mil 
18 Royal Dutch-Shell, 
Petroleum Co., andmor4 

11 Included in its asset^ 
of its interests in Moneg 
consent was necessary ui 
179. 

12 In 1937 International! 
tlon. The Oil Wcokly, 
in 1919 was 80.8 percent . 
by the Texas Co. and S< 
124 and 139. 

18 Moody’s Industrials, 

1* It operated in the Diii 
15 World Oil, July 15,^ 
important producing coi 


f^nal Petroleum Co. (International). — International was 
petroleum enterprise at the time the agreements were 
was engaged in all phases of the petroleum business 
roduction to the marketing of finished petroleum prod- 
ded in Colombia directly and in Peru through the me- 
■>pical Oil Co., a 99.9-percent owned subsidiary.’^ It 
1 in Venezuelan crude oil by virtue of its purchase 
Meneg, which is described below. The Imperial 
panada), owned 60.09 percent of International’s com- 
937 and an unstated but substantial amount of the 
which elected two-thirds of the board of directors.’® 
f. (Now Jersey), in turn, owned 69.79 percent of Im- 
stock in 1937. In 1948 Imperial sold all its holdings 
stock. Standard emerged from this and other re- 
ps with 83.58 perefent ownership of International. 
lierlandsche Olie Maatchappij (iVOM) .—NOM did not 
petroleum concessions in South America, but rather, 
and transportation subsidiary of the Royal Dutch 
OM and the interests it had acquired in Meneg under 
described below were consolidated into the Shell 
ieum Co. in 1948. 

■n petroleum industry in 7P57.— Venezuelan oil fields 
il percent of the total world production of petroleum 
ically all of this production was in excess of domestic 
hence was exported for ultimate sale in world 


hd 


iiieg wore held by International under the agreements described in these pages 
n 1950, owned 100 percent of Venezuelan Oil Concessions, Ltd., and of Caribbean 
J than 90 percent of the ordinary (voting) stock of Colon Development Co . Ltd 
,is Schell s 65.44 percent interest in the Shell Oil Co. (United States). Shell’s transfer 
Jto Caribbean was consented to by Meneg in a letter dated October 15, 1948. This 
'»der the Meneg-International-NOM agreement of January 28 , 1939. Sco below, p. 

produced 100 percent of Colombian and 83 percent of I’cruvian crude oil produe- 
I ebiuary 21, ^38, p. 160, and April 11, 1938, p. 66. International’s relative position 
In Peru pd 42.3 percent in Colombia, where new oil fields, controlled by Shell, and 
>0 cony- Vacuum jointly, have come into production. World Oil, July 15, 1950, pp. 

1941 gave thivS ownership as 99.99 percent, 
itch West Indies. 

tlMO, pp. 44-46 This was measurably greater than the combined yields of the 
qntnes of the Middle and Tar Bast. 
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petroleum markets. Thus, Venezuelan oil probably accounted for 
about 40 percent of world trade in petroleum in 1937.*® 

In 1937 and, in fact, throughout the period between World War I 
and World War II, more than 99 percent of the production of this 
country was owned by the three companies that dominated the Vene- 
zuelan industry.** During the late 1930*s, subsidiaries of Standard 
Oil Co. (New Jersey) produced from 48 to 53 percent of Venezuelan 
production, Shell subsidiaries from 35 to 38 percent, and the Gulf 
subsidiary from 10 to 14 percent.*® 

In 1937 more than 73 percent of Venezuelan production came irom 
the Lake Maracaibo region, and about 12 percent from other oil fields 
in western Venezuela. Practically all the remaining production came 
from a largo oil field in eastern Venezuela.*® For the most part, these 
fields produced heavy, low-gravity, low-value oils. Commercial pro- 
duction of the newly discovered light oils of eastern Venezuela had 
barely begun and could not be an important factor for several years. 

Western Venezuela . — The most important oil fields of Venezuela, 
the rich properties located on the eastern shore of Lake Maracaibo, 
were and are owned by subsidiaries of Shell, Jersey Standard, and 
Gulf under a pattern of ownership that has lent itself to close 
cooperation among the three companies. These properties, under the 
pattern that had developed, were each divided into three roughly 
parallel strips, one owned by each company.^* According to the an- 
nual reports of Vonozuelan Oil Concessions, Ltd., Sheirs subsidiary 
in these oil fields, the three companies had agreed upon a program of 
“offset development” in this area within agreed-upon “zones” or 
“areas open to development.” In this way, it was said, “wasteful” 
practices were eliminated, and drilling was carried on under “condi- 
tions of sound well spacing.” The annual report for 1937 stated: 

Development of tUc fields of offset cliarftctcr in the Maracaibo Basin remained 
confined to zones agreed upon by tho Lago Petroleum Corp., the Menc Grande 
Oil Co., and this company . 2 ® 

The annual report for 1938 stated: 

Close cooperation was maintained locally with the Lago Petroleum Corp. 
and Mone Grande Oil Co., especially in all matters pertaining to tho develop- 
ment of areas of offset character. Strips of territory 2 kilometers in length at 


i« Total international trade in petroleum in 1937 was 469,132,000 barrels. The Oil Weekly, February 27, 
1939 D 48 Vcnez.uclan exports of crude oil, in 1937, totaled 178,312,0 00 barrels (about 95 percent of 
production). In addition, Vencmela usually exported a large proportion of the refined products manu- 
moturod from the 6 to 8 percent of its crude oil that was run to stills in the prc-World War II period. 

BuroauofMlnos, International Petroleum Trade, Soptemhor 30, 1941, p. 267. • 

u Even tho production accruing to the two '‘Independent petroleum companies then owning prOTorties 
in Venezuela was largely subject to control by Standard (Now Jersey) and Shell. Shell held wA holds 
crude oil purctaso options upon the output of British Controlled Oilflclds, Ltd., while Standard (Now Jer- 
sey) manages some of this company’s properties and all of tho property of North Venezuelan Petroleum 

Do TA(i on a rovaltv basis. Moody’s Industrials, 1938 and 1950. . 

The Oil Wooldy, February 28, 1938, pp. 52-54; August 22, 1938, pp. 37-38; July 24, 1939, pp. 32-34. 

21 Tlhcsuhsidiarles were, respectively, Venezuelan Oil Concessions, Ltd^Ls^o, and^neg. ,, , 

21 Tho ownership pattern in these areas was described m 1931 as follows: The Standard Oil Oo. of Indiana 
through Its subsidiary the Lago Petroleum Corp., controls the concessions under tho lake bed, except the 
‘marine zone,’ a strip 3,300 feet wide extending under tho water around tho entire shore of the lake, which is 
cStirSlod by the VcnLucla Gulf Oil Oorp., subsidiary of the Gull Oil Corn, of Pennsylvania, and the 
Oroolo Petroleum. Oorp., subsidiary of tho Standard Oil Oo. of Now Jersey, *^0 Royal .Du^-Shell Co., 
through its subsidiaite, controls the concessions on the shore,” U. S. Tariff Commission, Eepoit to the 
Congress on tho Cost of Crude Petroleum, Kept. No. 4, second scries, pp. 18-19. Lago was sold to Jersey 
Standard in 1932. (See above, p. 70.) This same ownership pattern was later o.xtended ^ “ow oil-fleld 
developments in this area, such as that at Buchaquoro, according to a report by W. V. Gross, foreign editor, 
Tho Oil Weekly, November 18, 1938, p. 71. 

22 The Petroleum Times, Juno 10, 1939, p. 764. 

29 Ibid., Juno 11, 1938, p. 765. 
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Tia Juana and 5 kilometers in length in southern Lagunillas were added to th& 
areas open to cur-ent development J'* 

The effect oJ this cooperative program tended to be a unified and 
harmonious development whereby the companies maintained their 
relative positkms insofar as the “fields of offset character” were 
concerned. 

In March 1!I38, Jersey Standard owned about 40 percent of the 
crude oil proc.ucod from the jointly owned Lake Maracaibo oil 
fields; Shell about 38 percent, and Gulf about 22 percent.^^ The 
major companies obtained most of their Venezuelan production from 
these properties. More than two-thirds of Shell’s Venezuelan pro- 
duction, about 70 percent of Standard’s production, and close to 100 
percent of Guljf’s production came from these jointly owned fields 
in 1937.^® 

Most of the western Venezuelan petroleum production from other 
oil fields was produced by Shell, with small proportions owned by 
Standard (New Jersey) and by two small companies. The two small 
companies together accounted for about 0.3 percent of total Vene- 
zuelan production in 1937. 

Eastern Venezuela.— For nearly a decade prior to 1937, the only 
oil field in eastsrn Venezuela had been the highly productive Quire- 
quire field owned by Standard (New Jersey).^ However, this 
property, like that in western Venezuela,, generally produced only 
heavy oils, used principally to manufacture fuel oils and related 
low-value products.^ 

Eastern Vencszuela was the center of the most active exploratory 
and developmental work.^® Standard (New Jersey) already had 
developed smal production at two new oil fields, and Gulf was active 
at Oficina, which was to become the most productive of the new 
fields. Drilling was in progress or planned at eight sites or more, 
four of which M ere to become important producers, and no less thari 
seven geophysical crows were operating in eastern Venezuela, 

There was every indication that these new oil fields would yield 
more valuable tils than those of western Venezuela— lighter oils'that 
would be more suitable for high-value products. The first com- 
mercial production of these “Oficina” crudes, as determined officially 
by the Venezuelan Government, established the fact that they were 
40 to 50 percent more valuable than the best Maracaibo crudes, and 
50 to 90 percer t more valuable than the general run of Maracaibo 
and Quirequiro srudes.®^ 

To sum up, ir. 1937 more than 99 percent of Venezuelan production 
was directly coitrolled by Shell, Standard (New Jersey), and Gulf 
subsidiaries. About 73 percent of this was recovered from lands hav- 
ing a closely integrated ownership pattern in which the three shared, 
and the remainder was separately produced by Shell in western 
Venezuela and by Standard (New Jersey) in eastern Venezuela. 


2^ Ibid., Juno 17, 1930, 

25 Tho Oil Weekly, JuA( 
29 Ibid.. February 21, 1 
2^ Standard’s subsidiar 

28 The Oil Weekly, N 
Trade, May 31, 1941, p- .. 
production at Cumarcb) 
12.9° to 30° API. 

29 The Oil Weekly, No’ 
89 Idem. 

8* International Petrolci 
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vernier 7, 1938, pp. 16-27; December 19, J938, pp. 18-26; International Pctroloum 
!I62._ These crudes had gravities of 11.5° to 20° API. However, there was a small 
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MARKETS FOR VENEZUELAN OIL IN 1937 

The discovery of additional reserves of high-value oil in eastern 
Venezuela presented the major Venezuelan companies with a dilFicult 
problem: How could this now production be marketed without disturb- 
ing the established price structure? Existing capacity in Venezuela 
was by no moans fully utilized: in late 1937 and in 1938, fully 17 per- 
cent of the capacity of the Lake Maracaibo fields was shut in.®^ By 
this time, also, the marketing cartels described in chapter IX had 
been in operation for several years in Europe and South America. 
Existing world resources were more than adequate to meet the needs 
of Venezuela’s natural markets. 

At the time, the United States offered only a small and limited mar- 
ket for Venezuelan oU. Among the various actions taken in the early 
1930’s to stabilize United States petroleum markets were two steps 
designed to limit imports, namely: 

(a) A substantial increase in excise taxes on crude oil and refined 
products, when imported for domestic consumption, made in the 
Revenue Act of 1932; 

(b) A voluntary agreement made by the principal importing com- 
panies with the Socretai’y of the Interior in 1933 to limit imports of 
crude oil and refined products to the average for the last 6 months 
of 1932.®'' The provisions of this agreement, which was made in the 
midst of agitation by “independent producers” for emergency legislation 
restricting or laying prohibitive taxes on imports, were later incor- 
porated into the Petroleum Code under the National Industrial Re- 
covery Act.®'' The import quota under the NIRA was fixed at 4.5 
percent of domestic production, and even after the NIRA was de- 
clared unconstitutional, imports into this country continued at about 
the same levels.®® Thus, total imports of crude oil and refined prod- 
ucts, including imports bonded for reexport or for supplies for ships in 
foreign trade (bunker oils), in 1933 were 4.8 percent of domestic crude- 
oil production; in 1937, 4.6 percent; and in 1939, 4.7 percent.®® This 
restricted importation was attributed to “voluntary action” on the part 
of the few oil companies dominating crude-oil production in Venezuela 
and Latin America, and which wore also major producers and refiners 
in the United States.®^ A formal restriction of imports of crude oil, 
topped crude, fuel oil, and gas oil to 5 percent of the quantity of crude 
oil processed in domestic refineries during the preceding calendar year 
was included among the provisions of the reciprocal trade treaty with 
Venezuela in 1939. This quota arrangement was suspended in the 
reciprocal trade treaty with Mexico in 1943. 

In 1937, total imports of crude oil and petroleum products into the 
United States were about 4.6 percent of domestic production.®® More 
than 99 percent of these imports consisted of crude oils, residual fuel 
oils, and other unfinished oils. About 87.5 percent of the total origi- 

32 The Oil Weekly, Fobrnery 21, 1938, p. 62; Decoin bor 19, 10H8, pp. 18-20. 

88 Testimony of Joseph E. Po£;uo. TNEO hoarinRS, p. 7447. 

8< U. 8. Tai’llT Commission, War Changes in Industry Series, Report No. 17, Petroleum, pp. -76-77. 

8 Tdom. 

88 Ibid., p. 46. The Tariff Commission reported that “since 19.33 the bulk of the imports of crude oil have 
been brought in by two companies, Standard Oil Oo. (New .Jersey) and Gulf Oil Corp. Five other major 
companies * * * have imported relatively small quantities of crude oil. Standard, Gulf, and Shell 
have boon principal importers of fuel oil." Ibid., p. 77. 

Ibid., p. 77. See also, B. M. Murnhy (od.). Conservation of Oil and Gas, p..667. 

38 All figures in this paragraph calcuiatod from data in Foreign Oommerco and Navigation of the United 
States, 1937, p. 179, and The Oil Weekly, February 27, 1939, p. 56, 
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uela, being shipped directed to this country or through 
ds West Indies; 11.5 percent came from Mexico; and 
uercent from all other countries. The imports coming 
rectly from Venezuela amounted to about 28 percent of 
production in 1937.®® 

erefore, the world’s largest market for petroleum was 
the major fraction of Venezuelan production. The 
ijiow production was, therefore, primarily in markets out- 
' States. While all three of the Venezuelan major pro- 
(jneerned about this problem. Shell was probably in the 
e position, since in 1937 the Royal Dutch-Shell group 
22.4 percent of world petroleum production outside of 
tes.'‘® 


implied in an 
agreements. Id 


SALE OP OIL AND RELATED AGREEMENTS 

To bring this potentially explosive situation under control, various 
agreements were concluded in 1937 and 1938 by the Venezuelan 
subsidiaries of Standard (New Jersey), Royal Dutch-Shell, and Gulf. 
Two of these agreements, those known as the principal and main 
agreements, received some attention in the trade press, where they 
were ropresen ed as being “contracts” for the purchase of crude oil 
from Mene Gi'ande. In the various annual reports and other public 
documents of the companies and in such publications as Moody’s 
Industrials, they have been referred to as “long-term sales contracts” 
and the like. 


As a matter of fact, however, they represent a far 
broader and inore complex interchange among the parties than is 


ordinary business transaction. More than this, related 
[ss well known to the public or secret, were concluded 
at the same times as the principal and main agreements. All of 
those agreements were designed to bo road together as a unified 
instrument, constituting a broad program for the control of Venezuelan 
1 action. The effect of this group of agreements was to 
regulate the development and output of the Venezuelan industry so 
that a “fair” lelationship would be maintained at all times with total 
world production, outside of the United States, and to divide the 
allowable 'production among the participants to the agreements. 
The nature an d wording of a number of their provisions suggest that 
similar agreements, understanding’s, controls, or regulations wore 
existent or contemplated in other petroleum producing areas. 

The various agreements of 1937 and 1938 were designed to perform 
two limited ind specific functions: (1) the transformation of the 
Mene Grande Oil Co. into a joint enterprise of the three participants 
in the agi'oommts, leaving it only the nominal character of a wholly 
owned subsidiary of the Gulf Oil Co.; (2) the fixing of production 
quotas for Mcneg and Jersey Standard subsidiaries for a minimum 
period of 12 ]nars on a ratio basis, the quotas being fixed so as to 
maintain a “jedr” relationship of the parties to all Venezuelan produc- 
tion and of all Venezuelan production to total world crude oil pro- 


8® In 1938, with Mcxli 
Netherlands West Incji 
umo of Venezuelan i 
lower in 1938 than in 
leum Hoquircments- 
4® The Oil Weekly, 
See, for example, 
1938, p. 804. 


.CO largely eliminated from the United States market, the share of Venezuela and the 
lies rose to more than 90 percent of imports. This meant little or no change in the vol- 

I iports, however, as the total volume of United States production and of imports was 
.937. U. S. Senate Committee Investigating Petroleum Resources, hearings, Petro- 
Postwar, 1946, p. 103. 
fuly 26, 1938, p. 240. 

Pho Oil Weekly, Docombor 1^8, p. 48, and The Petroleum Times, Docoinber3li 
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duotion outside of the United States, “to the extent that it is within the 
control of Meneg and Lagosov [Standard (New Jersey)].” 

Although the various agreements were a unified whole, the provi- 
sions of the agreements may be most conveniently discussed under 
the functional headings Nos. (1) and (2) above. 

The joint enterprise 

The Mono Grande Oil Co. (Mcnog) was transformed, in effect, 
into a joint enterprise of Gulf, Standard (New Jersey), and Shell 
through throe agreements: 

(1) The Meneg-SOV agreement, December 15, 1937, 

(2) The Moncg-International principal agreement, December 
15, 1937, 

(3) The International-NOM main agreement, November 30, 
1938. 

As has been noted, these agreements loft undisturbed Gulf’s 100- 
percent ownership of the shares of stock of Monog. However, they 
transferred an undivided one-half interest in all the physical assets 
and production of Mcneg to Standard (Now Jersey) and Shell, with 
the result that Mcnog retained only a one-half interest in all the 
properties and rights to which it hold title. In fact, to all intents 
and purposes Gulf became a junior partner in the enterprise, since 
important management functions were transferred to the other two 
parties. 

The Meneg-SOV agreement of December 15, 1937. — On December 15, 
1937, simultaneously with the signing of the principal agreement and 
the ratio agreement in Toronto, Canada, both described below, a 
third agreement was signed in Caracas, Venezuela, by Moneg and the 
Standard Oil Co. of Venezuela (SOV). This agreement was appar- 
ently designed to regulate and bring up to date an earlier series of 
agreements between these parties, the details of which arc not in the 
possession of the Commission.'^ 

The main purpose of the agreement was declared to be the achieve- 
ment of “economy of operation” of certain concessions owned by the 
two parties in eastern Venozuela.^^ To that end, the management 
and operation of these “ponied” properties wore coordinated and 
intermingled, so that, in effect, a joint enterprise emerged. 

“Pooled concessions”: The properties held by Meneg and SOV for 
their joint benefit and at their joint cost were declared to be “pooled 
concessions.” As has boon indicated, those include about 3,078,000 
acres in exploitation concessions, about 17,000 acres of exploitation 
concessions m process, and about 415,700 acres of exploration con- 
cessions. SOV’s share of oil from about 61,700 acres of exploitation 
concessions held jointly with third parties was included in the terms 
of the agreement.'*® 

^2 Quoted more fully on p. 188 below. [Italics added.] 

^3 An agrooment between Moneg, International, and NOM, dated February 10, 1939, refers to the “so- 
called Tl/L agreement of November 3, 1933, and existing amondmonts thereto.” Likoviso, a letter from 
international to NOM, dated Novombor 30, 1938, refers to Mcnog-80 V contracts dated Novomber 3, 1933. 
September 23, 1936, and Dccombor 15, 1937. The context suggests that these 2 references refer to the same 
documents, and it also implies tho conclusion stated. 

Art. I. 

^5 Art. 2. The properties, as listed in schedules A and B to the agrooment, arc identical with those indi- 
cated as joint concessions in the Idontiticatlon List of Oil Concessions in Venezuela, 

<8 These “pooled conce^lons” appear to have Included both proven oil fields, e. g., the Oficlna field of 
Mcnog, and unproven areas whore drilling was being actively carried on. It may bo noted tliat not all tho 
holdings of Meneg and SOV in eastern Vcnozuola wore pooled, each retaining some properties and interests 
In properties on their separate accounts. It was provided tliat any pooled concessions could be eliminated 
from the agreement by mutual consent of the parties (art. 3) . Similarly, any concession or interests in con- 
cessions hereafter acquirod by the parties could be made a pooled concession (art. 4). Pooled concessions 
could be surrendored by mutual consent, or, if one party 'would not give its consent, solo ownership and 
control of tho concession would pass to tho party wishing to retain It (art. 4). 
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It was agreed that the party owning title to and operating each 
pooled concess:on or concession mtorcst would transfer one-half of its 
production or share of production to the other. Thus, regardless of 
which party held title to concessions which subsequently should prove 
to be oil producers, both of the oil companies would share equally in 
the oil produced on the pooled concessions.^'' 

The considei'ation paid for the transfer of this oil consisted of the 
reciprocal obligations of the parties tp make such transfers plus a 
reciprocal obligation to share in the costs of operation of the pooled 
concessions. Thus, while the ownership of the titles to those pooled 
concessions wa? undisturbed by the agreement, all the rights, benefits, 
burdens, and c bligations arising out of the ownership of the conces- 
sions were shared on an equal basis between the two parties, In effect, 
therefore, the properties became jointly owned ancl operated conces- 
sions of the tvn companies. 

Joint manacjement of the 'pooled concessions: With the creation of 
a de facto joirit ownership of the pooled concessions by Meneg and 
SOV, there wais created similarly a de facto joint management organi- 
zation of the concessions. Nominally, each concession was operated 
by its separate “owner,” but in fact the, management, manpower, and 
material resources of the two partners- wore pooled in the operation 
of the pooled concessions. 

A committee of four was designated as the top management, of the 
pooled concessions. Two members of the committee were to be nomi- 
na’tod by each party, each such group, however, to have but one vote.^® 

The powers of this committee were stated as follows: 

Committee shall allocate areas for development and select the operator therefor, 
and shall have the exclusive right and obligation to decide all questions of policy, 
operations, control and management of the interests acquired under this agree- 
ment.™ 

The entire control and management, therefore, of those properties 
of Meneg and SOV designated as pooled concessions passed to a joint 
management committee of the two companies. The provision that 
the ropresentalion of each company should have but one vote was 
designed to prevent unilateral decisions and to insure that both of the 
parties had an equal voice in the. proceedings.®^ 

More than s, union of top management was contemplated by the 
agreement, hovrever. The accounting manual attached to the agree- 

Rivaltlos paid In kind, or tho ratable proportion of such royalties in the case of concessions held jointly 
with outsiders, were to )c deducted before the production was measured. Cash royalties were to bo Included 
irt the costs of operation as a carrying charge (arts. 3 and 4). 

Costs wore defined to include the costs of acquiring each pooled concession and of maintaining title 
thereto, carrying charg(s of the concessions, including taxes, cash royalties, and all ebsts of operation, and the 
costs of dovclopmon t of the concessions (art. 4) . An accounting manual with detailed instructions for deter- 
mining and allocating t he amounts of these costs was included in tho aercemont (art. 3). 

Art. These nora uoos, of course, wore top ofllcials of Meneg and SOV. 

*oibid. [Italics added.] The article also states: “In principle, it is contemplated that tho parties shall 
operate equal parts of ijhe total area insofar as practical." 

Novel provisions ^^erc included to deal with situations where disputes or disagreements arose with 
respect to any particuliir area included under the agreement or in those cases where decisions could not be 
reached, i. o., cases where a party could not or would not cast its vote with respect to an area. Such cases 
were to bo referred to q special arbitration committee of two. High officials of Standard (Now Jersey) 

(W. 8. Farish) and of 3ulf (F. A. Lcovy) were designated as tho first members of the committoo, If this 
committee could not ceme to an agreement, “then either party may make to Che other in writing a give or 
take proposition for tho purchase of the other party's interest or the sale of its own interest hereunder, with 
respect to tho areas in question" (art. 5). [Italics added.] Tho other party was given a SO-day period in 
which to accept the ono alternative or the other, and if it took neither alternative, it would have the ofloct 
of an acceptance of tho a Iternativo of selling its interest at the price offered. The purpose of those provisions 
was to force a sottlemcr t of all issues arising in connection with tho pooled concessions, while insuring that, 
in the event of serious iisputes, none of tho rights and benefits in tho concessions would bo transferred to 
outsiders. 
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ment suggests that the material and manpower resources of the two 
companies were to bo pooled in the operation of the concessions. 
Detailed instructions are given for allocating costs incurred by pooled 
labor, equipment, and professional and technical services in the 
developmental projects, the drilling of wells, and so on. While , 
separate organizations wore to be maintained, in many respects they 
would act jointly and as one. 

The Meneg-International (principal) agreement . — On December 15, 
1937, representatives of Mono Grande Oil Go. and of another Jersey 
Standard subsidiary. International Petroleum Co., Ltd., signed in 
Toronto, Canada, an agreement known among the parties as the 
principal agreement. A number of supplementary agreements, de- 
signed to clarify or to spell out in some detail the meaning of various 
provisions of the principal agreement or to set up administrative 
procedures and machinery for its operation, were signed on the same 
date and at later dates. These agreements were represented to the 
public as a contract for the sale of oil between Meneg and Inter- 
national, an arm’s-length bargain in which Meneg gained a long-term 
. outlet for its surplus crude-oil production and International was 
assured of an additional supply of crude to moot its own and its 
customers’ long-range requirements.®^ If the principal agreement is 
read in conjunction with the other agreements, however, the provi- 
sions of that agreement appear to bo part of a broad merging of 
interests going far beyond that implied in the Menog-SOV agreement. 

Sale of oil: The provisions relating to the sale of oil constitute 
generally an agreement of Meneg to sell, and of International to buy, 
one-half of Menog’s total net production of crude oil, the sale to 
commence on December 15, 1937.®® No commitment was made in 
the agreement as to the quantities of oil to be made available from 
year to year, this matter being dealt with in the ratio agreement 
discussed below. The sale was to continue throughout the life of 
any concessions or interests owned or subsequently acquired by 
Meneg. ®‘‘ 

No machinery was created for determining the price to be paid 
for the oil or its value, nor was any price or value agreed upon, as 
the oil was to be sold at cost of production, an additional consider- 
ation being paid for the agreement as a whole including the sale of 
oil provisions.®® 

82 Soo the statoTUont on the Gulf Oil Corp. In Moody’-s Industrials, 1938 and subsequent years. In 1938 
the following remarks wore made; “No change in ownership of Mono Grande’s oil concessions was involved 
and it retains control of the devolopTnent aiid operations of the properties." Cash payrnonts were repre- 
sented as being in consideration of and advances on crude oil to, bo delivered. At the. time Gulf filed its 
first registration statement under SEC regulations, in connection with its stock issue of 1943, full details of 
the principal agreement wore made public. 

83 Not pi'oduetion includes Mcnog’s total production, after deducting royalties paid in kind, from proper- 

ties owned for its sole benefit, and Meneg’s share of the production, after deduction of that portion of 
royalties paid in kind applicable to that share, from concessions in which Meneg owns an interest (l.o*, 
joint properties to which Meneg holds title) or in which Meneg owns an interest in production (1. c., Joint 
properties to which others hold the title). , , . , 

8^ The life of tho agreement was declared to bo that of the life of any or all of the various concessions and 
interests covered by tho agrooTnent. This includes all concessions and interests owned by Meneg for its 
own account or jointly with 80V or other third parties on December 15, 1937, and all such properties 
acquired after that date and for which International has paid half tho costs of acquisition. Extension of 
• the life of any of these concessions and interests would operate as an extension of the life of tho agreement. 

No right of cancellation of the agreement prior to this defined termination was granted to either party 
(art 17). 

8’ Tho* consideration paid for tho sale of oil and for tho agreement is described more fully on p. 176 ff. 
Further provisions in the sale of oil agreement include: . 

(1) In the event that Meneg, for any reason, failed to deliver any part of the crude oil accruing to 

International under the agreement, It was agreed that International, upon request, would receive an 
equivalent volume of oil from the Standard Oil Co. of Venezuela (SOV) taken from Meneg s share 
of the production from joint properties held by SOV. , ^ x , , . 

(2) Royalties paid in cash rather than in kind by Meneg on its production and the ratable share of 
such royalties paid on production from joint properties were to be included in the carrying charges. 
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Sale of phys‘,cal assets: Included in the sale to International was 
“an undivided one-half interest in Meneg’s physical plant and equipment 
of every characUr.” This was defined so as to include not only sucii 
tangibles as “ir.arine equipment, tanlcs, and pipelines, * * * 

, lands, * * 1 = also materials and supplies on hand in Venezuela,” 

but also such rights and interests as “surface leases, easements, 
licenses, and permits.” Excluded from the sale were only a refinery 
site and the oil stored in tanks located off the concessions or in transit 
to shipping pcints.®° This undivided one-half interest was to be 
recorded in Meneg’s books of account at one-half the not boolv value 
of this property; i. e., Meneg’s assets would continue to bo held in 
Menog’s name, but a one-half interest in those assets would bo 
recognized as “vested” in International. 

A similar “undivided one-half interest in all property of every 
kind hereafter acquired by Moneg, of which one-half the cost 
is * * * reimbursed Meneg by International” was also trans- 

ferred in the sale; i. o.. International was to participate at its option 
after Decombe,]' 15, 1937, in all property acquired by Meneg. To 
record and represent International interests in Menog’s assets, special . 
reserve accounts were established and maintained in Mcnog’s books 
and auxiliary r(icords, these accounts being “adjusted monthly, so as 
to represent 50 percent of the net book value of property 
which International has the aforesaid interest.” 

The surrender of management prerogatives: The Moneg-SOV agree- 
ment brought under the joint management and effected a joint owner- 
ship by the two companies of exploitation concessions totaling some 
3,079,000 acres and exploration concessions totaling about 415,700 
acres. It was contemplated that other concessions would be brought 
into the joint \ enture from time to time. Meneg retained its inde- 
pendent control of 1,112,000 acres of exploitation concessions and 
50,150 acres of exploration concessions in eastern Venezuela and of its 
holdings in wes iern Venezuela.®® 

In the Mcn(sg-Intornational principal agreement, Meneg traded 
away this equal voice in the “pooled concessions” and also its freedom 
of action with lespect to its wholly controlled concessions. In doing 
so, it surrendered to International the ultimate and basic management 
rights over the control and direction of operations and the disposition 
of concessions. " 

In order to es ercise the management rights granted to International 
and to safeguard its interests in Meneg, International required com- 
plete and intimate acquaintance with all of Meneg’s information and 
activities. Meieg, therefore, agreed to allow International or its 
nomirieo “full and complete access to all parts of the properties” 
of which Meneg had solo control, and to “all geological and any other 
information possessed by or available to Meneg and relating thereto.” 

This grant included full access to Mcneg’s books of account relating 
to all its operations.®' Similar provisions were unnecessary with 
respect to the “pooled concessions” since SOV participated fully in 
their ownership and management by virtue of the terms of the 

.-Vrt. 3. [Italics add id.] 

5^ Idem. 

38 Supplementary agnement (Accounting Requirements and Instructions * * *) dated January 29. 

1938, sec. Ill (4). ' ^ ^ . 

Soo below, p. 16.'). 

00 1. G., Standard opcr£ ting subsidiaries in Venezuela. 

<>» Art. 11. 
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Mencg-SOV agreement. Standard (Now Jersey) therefore, through 
one subsidiary or another, had access to every detail of Meneg’s 
business. 

International was granted a right of general supervision over 
Monog’s operations and an absolute veto over certain important 
matters. Mcneg agreed to prepare and submit to International, on 
or before November 1 of each year, beginning in 1938-, a “budget of 
capital and operating expenditures for joint account,” i. e., a budget 
covering all of Monog’s proposed capital and operating expenditures, 
and a “statement of general operating policy.” Both the budget and 
the policy statement were to bo prepared for the ensuing calendar 
year.®® Neither document was to bo adopted until after it had been 
discussed by representatives of Mencg and International. 

It was provided, moreover, that in the event those representatives 
could not agree upon the budgets or upon general operating policy, 
the approval of International was necessary before Meneg could 
approve or make expenditures in relation to “major projects.” Such 
projects wore dehnod as including “geophysical work, permanent 
camps, hospitals, recreation buildings, water and light systems, pipe- 
lines, terminals, tank farms, and permanent facilities involving 
large expenditures.” A disagreement between the parties did not 
bar Mcneg from adopting that part, of the budget “which covers 
expenditures on such matters as geological work (including tost wells 
in connection therewith), drilling and completion of wells and the 
production of oil therefrom, the erection of field working tankage, 
construction and location of gathering lines, location and construc- 
tion and moving of temporary field camps or any other usual operating 
matter relating to the reasonable and normal development of the 
property and the production of oil therefrom.” 

It was agreed finally that “Mencg shall have the control of the 
actual operations in connection with the properties and concessions 
hold by it,” including the pooled concessions, but that those operations 
were to bo governed by the budgets and general operating policies as 
agreed on above. ®'‘ 

To sum up. International would not participate directly in Meneg’s 
operation of the wholly owned properties or in the joint operation of 
the pooled concessions, but, rather, would have a supervisory control 
over all of those activities. International had an absolute power of 
veto over “major projects”, i. o., the exploration, development, and 
permanent establishment of new crude-oil productive capacity and 
facilities. This restriction has considerable meaning in view of the 
intensive program of exploration and development then being carried 
on by Mencg and SOV in eastern Venezuela. The activities over 
which Meneg retained final authority relate to the further develop- 
ment of established oil-fiold projects and the maintenance of the pro- 
duction of crude oil therefrom;®' i. e., Moneg’s properties in the 
jointly owned oil fields of Lake Maracaibo, 

82 Xs part; consideration for the agreement, International agreed to pay 50 porcont of those expenditures. 

"^2? It was further provided in the Supplementary Agreoment dated January 20, 1938, that the 
form of budget to be developed and adopted was to bo one mutually agreed upon |art. Ill (13)]. 

81 Art. 12. 

ec-This Interpretation flows from the specific detailed provisions cited in the text; e. g., the veto power 
over geophysical work suggests that the permitted geological work and clrllling of wells relate to exploita- 
tion rather than exploration of properties. The context of the sentences in which these terms appear further 
emphasizes the limitations on Meneg. 
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)se powers of International over Meneg’s operations 
he participation of SOV in the pooled concessions, 
Jersey) thus obtained substantial control over Meneg’s 
e Gulf Oil Corp. became a junior partner in the Vene- 
production business, 
ted that the sale of physical property to International 
lo of one-half the book value of “surface leases” and, 
property of every character.” The terms relating to 
id of physical assets arc so broadly written as to include 
»s, benefits, burdens, and obligations commonly recog- 
srtaining to ownership. In addition, a number of pro- 
inclndod in the agreement rostrictmg and delimiting in 
power to sell or transfer, to surrender, and to acquire 
1 interests in concessions.*® Meneg agreed to notify 
promptly of the details of any contemplated sale or 
■jeessions, including the name of tho proposed purchaser 
or consideration to be received by Meneg. Inter- 
ad 30 days in which to decide whether or not it would 
ifty itself.®^ Monog’s freedom to surrender concessions 
concessions was similarly circumscribed.®® 
rnational was given the option of taking an undivided 
3t in any new concessions or interests in concessions 
onog after December 15, 1937.®° International agreed 
f the costs of such acquisitions in which it elected to 
feneg was to hold the title of those joint properties. 

’ a,ll those provisions was to strip Meneg of any inde- 
s insofar as concessions were concerned. In the case 
concessions,” Standard (New Jersey) now had control, 
sidiaries, of both partners in the joint enterprise. Tho 
e principal agreement, taken togethiT with those of the 
.grqcmont, required that all “pooled concessions” bo rc- 
joint enterprise, or that they be sold or transferred 
two Standard (New Jersey) subsidiaries except where 
as granted for other disposition. 

Moneg’s wholly owned concessions, International — 
(New Jersey) — had an unlimited option to buy or 
all concessions which Meneg desired to sell or surrender, 
id option to buy a 50-percent undivided interest in any 
ns which Meneg purchased, provided it paid half the 
iition. Thus, Meneg had traded away, in effect, nearly 
to deal in concessions. 

i quo . — The consideration paid by International to 
-half of Meneg’s physical pt-operties, future crude-oil 


qf 


iO parties was to maintain tho titles to Meneg’s concessions and interests in con- 
mmbered, except insofar as the agreement with SOV applied (art. 1). Meneg was 
jary to maintain the life of the concessions and to cure defects in their titles, Inter- 
i of those costs arising thereto allocable to future production of oil (arts. 1 and 2) . 

T transfer was intended by Meneg to leave undisturbed Intcrnatlonars rights and 
al could itself buy the concession or the interest in the concession at thq total price 
it could consent to tho sale at that price. If the salo or transfer was Intended by 
1 and carried with it International's rights, International could itself purchase the 
St in a concession at ono-half of the purchase price stated in tho notice, or it could 
on, receiving one-half of the purchase price or consideration, 
onal so elected, tho concession or interest would be transferred to International, 
nslderation for the transfer. If such a transfer could not bo made for any reason, 
operate the concession for International at International’s cost and risk. If Inter- 
* concession, Meneg was free to suiTender It, except insofar as agreements 

, SOV) applied. 
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production, and other rights and benefits in Moneg’s concessions and 
interests consisted of {a) the assumption of one-half of Moneg’s 
burdens and obligations alloOable to crude-oil production and {h) 
largo nonrecurring cash payments. 

, As part consideration for the sale and transfer of Mcneg’s physical 
assets and the rights to share in all future rights from these properties 
as well as those jointly acquired under the agr cement, International 
agreed “to reimburse Menog for one-half of Meneg’s net expenditures 
for current obligations accruing after December 15, 1937.” “Current 
obligations” wore defined as including all those “incurred in exploring 
and exploiting the said concessions, including administration expenses, 
and any joint handling and joint transportation within Venezuela of 
the oil produced therefrom.”™ Reimbursement in United States 
currency was to be made monthly in the case of current obligations, 
and “promptly” as other special expenses were incurred. 

International also agreed to pay Meneg $100,000,000 in cash as 
part consideration under the agrcom,ont. Of tins, $25,000,000 was 
designated as “part consideration for (the) sale of oU,” to be paid at 
the rate of 7 cents per barrel of total crude oil produced or acquired 
by Menog for the joint account of itself and International. The total 
sum was to be paid as some 357,143,000 barrels of oil were produced 
or acquired within 8 years from December 15, 1937, whether or not 
such production wore actually achieved within that period.^^ 

In a separate agreement. International agreed to pay to Menog a 
further sum of $25,000,000 on the date the principal agreement was 
signed, December 15, 1937, and additional sums of $25,000,000 each 
on December 15 of 1938 and 1939.™ This total sum of $75,000,000, 
together with the agreements to pay one-half of all curi’ont obligations 
and $25,000,000 currently with oil production during a maximum 
period of 8 years, all in United States currency, constitute the “good 
and valuable consideration” paid to Meneg by International.™ 

The transaction, therefore, may bo summarized as follows: ™ 

1. Meneg sold and International purchased an undivided one-half 
interest in all of Menog’s physical properties. The net book value of 
this sale was fixed by Gulf at $9,781,426. 

2. Menog sold and International purchased rights to acquire at 
cost an undivided one-half interest in all future production of oil 
from Menog’s properties, and, also, rights to acquire at cost an un- 
divided one-half interest in all properties acquired in the future by 
Meneg and in the production therefrom. Gulf fixed the money value 
of this transfer at $90,218,574. 

3. International paid Menog $100,000,000 and agreed to pay one- 
half of Menog’s future “current obligations,” i. e., it agreed to pay 
the actual costs of its acquisitions as listed under item 2. 

Art. 4. 

International also agreed to pay onc-lialf of those costs incurred in curing defects in the titles of Meneg’s 
concessions and interests in concessions and which wore allocable to future oil production (art. 2), and onc- 
half of the costs of acquiring those now concessions and interests in which International elects to participate 
(art. 6). All costs and burdens allocable to Monog’s sole Interests or to crude-oil production before Decem- 
ber 15, 1937, wore carefully excluded from the burden assumed by International (art. 7). 

7* Art. 9. This assumes that Moneg’s production quotas under the ratio agreement would be fulfilled. 

(See table 12, p. 184.) 

. 73 Letter agreement between Mene Grande Oil Co., C. A., and International Petroleum Co., Ltd., dated 
December 15. 1937. 

7* Insofar as the Commission has knowledge. 

75 This treatment Is suggested by the explanatory notes in Gulf’s consolidated balnce sheet as published 
in Moody's Industrials, 1950. 
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The princi]>al effect of the transaction was a broadening and 
elaboration of Jersey Standard’s controls over another sector of the 
world’s potrohnm resources. After the three agreements of December 
15, 1937, of which two havo boon discussed thus far, only Jersey 
Standard and Shell remained as dominant members of the Venezuelan 
petroleum, industry. Gulf having virtually disappeared as an inde- 
pendent factor. 

A nurnbor of intangible values also changed hands, values that can 
be only imper ’ectly represented on a balance sheet. One such value 
has already b ;en mentioned, i. o., the sale of future benefits- in the 
concessions — the rights to future crude oil production. Obviously, 
it was impossible to determine, in 1937, the value of these rights and 
claims to futr re production. This sale included rights not only to 
one-half of the production from Gulf’s proven and rich resources in 
the Lake Maricaibo region, but also a_ claim to one-half the o'il to be 
produced fron. Meneg’s holdings and interests in eastern Venezuela. 
That those ho dings were regarded as extremely valuable is indicated 
by the fact that within a few months a 100-mile 16-inch pipeline from 
the Oficina oil fields to a new ocean shipping terminal was under 
construction.’® 

The intangible values arising out of this transaction, furthermore, 
extend to the broad international interests of Jersey Standard and 
Gulf. This is partly indicated by the close relationships that de- 
veloped betwem them in the production of oil in Venezuela as a result 
of the three agreements of December 15, 1937. Under the principal 
agreement, Gulf transferred valuable properties, rights, and intangible 
values to Jersey Standard for a consideration of $100,000,000. Under 
the Mcneg-SOV and principal agreements, the Venezuelan holdings 
of Gulf were brought into a partnership arrangement with Jersey 
Standard, the latter being the dominant partner. Under the ratio 
agreement, described below, the production of the two companies 
was to be regu ated in accordance with their estimates of world market 
conditions. 

The de faetd merging of the interests of Jersey Standard and Gulf in 
Venezuela — aii important source of supply for both of them — must 
inevitably havle had a restricting or limiting effect on the rivalry of the 
two companies in the markets supplied from this source, such as the 
heavy fuel oil market in the United States and the markets for 
petroleum products in western Europe. The two companies had 
already been aksociated for some time in the foreign marketing cartels 
and cartel arrangements described in chapters VIII and IX. Under 
these arrangernents. Gulf held an assured position in various markets 
in which it had held interests. Those cartel relationships could not 
help but be strongly fortified by the close interweaving of the interests 
of Jersey Standard and Gulf in Venezuela. The larger interests of the 
two parties in cartel controls and profits, therefore, were undoubtedly 
furthered by their agreement to control and to share production in 
Venezuela. 

The Internarioned-NOM main agreement . — About a year after the 
conclusion of t he Menog-Intornational agreement. International sold 
a one-half interest in that agreement to a Royal Dutch-Shell subsid- 

« The Oil Weekly, C ctobor 24, 4938, p. 47; and November 7, 1938, p. 23. A productive capacity otlcss than 

10.000 Darrols daily wa 5 established at the time construction began. The capacity of the pipeline was to be 

75.000 to 100,000 barrel i dally. Other large installations wore likewise already under construction. 
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iary, N. V. Ncderlandschc Olio Maatschappij (NOM). This agree- 
mont, known among tho parties as the main agreement, was signed in 
Hudson County, N. J., on Novomhor 30, 1938, but was made retro- 
active to December 15, 1937. Substantially the main agreement 
brought Shell, through NOM, into tho principal agreement as a full 
and equal partner with Standard, through International. 

Upon being formally notified of tho conclusions of the main agree- 
ment, Monog apparently reserved its rights, but later recognized tho 
right of International to assign to NOM a one-half interest in tho rights 
and burdens of International under, tho principal agreement,’'® thereby 
agreeing to the participation by Shell in tho exorcise of Jersey Stand- 
ard’s veto power. Each of tho throe parties thereupon agreed that 
“it would not make any assignment, in whole or in part, of its respective 
interest’’ under either the principal or tho main agreement, “except with 
i/i-e conseft/ of tho other parties hereto.” 

Participation in the joint enterprise — Sale of oil and properties: 

The main agreement made NOM a full and equal partner with Inter- 
national, as of December 15, 1937, in each and every part of the 
principal agreement. Thus, it was provided that NOM would 
take delivery of one-half of all the oil delivered to International by 
Meneg under tho principal agreement, a special allotment being given 
NOM to equalize tho receipts of Meneg crude oil by the two parties 
from December 16, 1937.®’- International agreed to hold, for tho 
joint account of itself and NOM, all property accruing to Inter- 
national under the principal agreement, until such time as Meneg 
would agree to vest in NOM an undivided one-half interest in said 
property, i. e., an undivided one-fourth interest in the whole enter- 
prise.®^ International and NOM agreed to confer on each option 
received by International with regard to the acquisition of Meneg’s 
interest in the sale, transfer, or surrendering of concessions, or interests 
in concessions. They also agreed to confer with regard to tho pur- 
chase of an undivided ono-half interest in new concessions or interests 
in concessions acquired by Meneg. The two parties would exercise 
the option jointly, or if only one party wished to participate. Inter- 
national would act either on its own of on NOM’s behalf. Both ■ 
would share in the proceeds received by International from tho sale 
of any concession or mtorests by Monog.®® 

In general, NOM was also to share in Internatibnal’s right to 
supervise Meneg’s operations, but NOM was to act through Inter- 
national rather than directly. Thus, it was agreed that International 
would have the management of tho personnel and the organization 
necessary in connection with Mcnog’s administration and manage- 
ment of tho joint enterprise. International would also have charge 

Letter to NOM and International, dated December 19, 1938, contents not available to the Commission. 

Agreement between Meneg, International, and NOM, dated January 28, 1939, art. I. It was further 
agreed that NOM would receive its bills and make payments directly to Meneg for all its obligations under 
the agreements. 

75 Ibid., art. 4. (Italics added.) Such consent was not required where certain concessions acquired after 
December 16, 1937 (under B/L agreement of November 3, 1933, contents hot in Commission's hands) are dis- 
posed of by any party to these agreements to any other such party or to SO V (ngreomont botwoon Meneg, 
lutornational and SOV, dated February JO, 1939). Interpretation of this and other clauses of the agroomont. 
depend on an agreement between Monog and SOV of oven date, which is not in possession of the Oominisslon. 

80 This restriction did not apply to the sale or disposition of crude oil accruing to tho parties under tho 
agreement. 

81 Main agreement, art. 3, secs, (a) through (f) . NOM was to take all of such deliveries by Meneg to Inter- 
national until it had assumed ownership of a total amount of oil equal to ono-h^f tho oil which had accrued 
to International from December 16, 1937, to November 30, 1938. 

82 Art. 3 (h). 

87Art. 3(g). 
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and control of oil dealings with Meneg under the principal agroomont.®^ 
International \ms obliged, upon request by NOM, to inspect prop- 
erties and records covered by or subject to inspection under the 
principal agree nent, and to report fully thereon,*® or to institute and 
maintain arbitration proceedings.*® Both parties mutually, agreed 
to naake available, to each other all geological, title, and other infor- 
mation relating to matters under the agreements and in their posses- 
sion.*^ International granted full access to its books of account 
relating to all operations under the principal agreement.** 

With regard to budgets, it was agreed that International and NOM 
would confer with regard to the budgets of capital and operating ex- 
penditures and the statements of general operating policy to be sub- 
mitted to International by Meneg. International, however, was to 
have the ultim ate authority in the event that these discussions were 
protracted or tliat agreement could not bo attained.®* Thus, disagree- 
ments were to be referred to the president of the Standard Oil Co. 
(New Jersey) and a m.anaging director of either parent company of 
Royal Dutch-Shell; *“ but, if these referees could not resolve the ques- 
tions at issue, “the decision of International shall control.” Similarly, 
International reserved its sole freedom of action in all cases where con- 
sultations or decisions were not concluded or rendered prior to Decem- 
ber 15 of the yjar in which the budgets were submitted.®* Thus, the 
veto power of 1 nternational over the exploration and development by 
oil fields or of pcrm.anent expansions in capacity was 


Meneg of new 

opened to NOM, but the final voice was reserved to International.® 

qU 


The quid pro 
The main a| 
national not o 
under the princj 
thereby incur: 
International 
principal agree! 
interest in Mefi 
$50,000,000 n 
International 
crude-oil prodh 


:^-cement made NOM an equal partner with Inter- 
j in the rights and benefits accruing to International 
ipal agreement but also in the burdens and obligations 
ed and assumed by International. In substance, 
tlransferred to NOM a/ cost a one-half interest in the 
ment, constituting, in effect, an undivided one-fourth 
leg. For this, NOM agreed to pay to International 
s one-half of all “current expenditures” charged to 
Meneg (i. e., one-fourth of Meneg’s total costs of 
ction), beginning as of December 15, 1937, and con- 


ilui 


% 


w Art. 6. 

^ Arts. 10 and 11. 

88 Art. 6. 
w Art. 9. 

88 Art. 12. 

88 Art. 7. 

88 1. e., Tho Shell Train 
Maatschappij tot Explo 
81 Art. 7. These budb 
her 1 of cacli year. (Ital 
62 The main apoomej 
was to be that of the pi 
it would not give its coi 
by Moneg with any coi 
prossly permitted, 
or dealings qualiflod or' 
Elaborate provisions 
were also Included, it b< 

• oblieations under the X' 
Ti'he performance by 1 
by its parent corporatio 
ment botwocn Internat 
vember 30, 1938 (art. 2) 


isport * Trading Co., T.td., (Qrowt Britain) or tho N. V. Koninklijlce Ncderlaudscho 
[oitatic van Pctroleumbronnen in Nodcrlandscho-Indio (Netherlands), 
tots and operating statements w'orc to be submitted by Meneg on or before Novem- 
Jics added.) 

lilt also included the following miscellaneous provisions: The life of the agreement 
ir incipal agiTcmcnt and of any extensions thereof (art. 25) . International ab'ced that 
II isent to any modification of or addition to the principal agreement or to any dealings 
Yicessions, rights, or properties covered, by that agreement, except those dealings ox- 
"OQt the written consent of NOM, thus giving NOM a veto power over such changes 
ly by NOM’s agreement not to withhold Its consent unreasonably” (art. 17). 
defining tho rights of the parties in tho event either patty defaults in Its obligations 
*ing provided that, unless such defaults were made good within a year, all rights and 
. rincipal agfeement would pass to the nonfaulting party (art. 16 ). 

1 TOM of all its obligations under the main agreement was guaranteed unconditionally 
) 1 , tho Bavarian Petroleum Co., a principal subsidiary of Pqyal .Dutch-Shell. Agree- 
tional Petroleum Co. and N. V. do Bataafscho Petroleum Maatschapplj, dated No- 
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tinuing for the life of the agreements.®^ For these pa;^ents, NOM 
received (a) an undivided one-fourth interest in all of Meneg’s then- 
owned physical properties, concessions, interests in concessions, and 
other assets, plus a one-fourth share in Meneg’s crude-oil production 
from December 15, 1937, to the date of the agreement. NOM also 
acquired (b) the right to participate to the extent of an undivided 
one-fourth interest in all of Meneg’s future growth, including all future 
acquisitions by Moneg of properties, concessions, and other assets, 
and all of Meneg’s future oil production.^'^ NOM’s status as a 
partner with International under the principal agreement was further 
spelled out in the acquisition by NOM of the right to participate in 
the supervision and general management of Meneg’s operations. 

The main agreement was of great value to Shell for much the same 
reasons that the principal agreement was of great value to Standard 
(New Jersey).®' Shell, thereby gained an important voice and share 
in the exploration, development, and production of crude oil in the 
new fields of eastern Venezuela, whore it had previously held no im- 
portant interests. Shell acquired a share of the jointly controlled oil 
fields of Standard and Gulf in eastern Venezuela. Moreover, the 
joint control of the three companies in the Lake Maracaibo properties 
was more closely integrated. This partnership in oil properties, some 
of which were of enormous potential value, was made available to 
Shell by Standard at cost. The broad international interests of 
Shell and Standard, as well as Gulf, were reflected in the agreements. 
Shell was a participant with Standard and Gulf in the international 
cartels and cartel arrangements described in chapters VIII and IX. 

In view of Shell’s strong interests in these international cartels and its 
largo share of the international oil business, it was to the advantage of 
all three parties to bring Shell into these agreements for sharing and 
controlling Venezuelan crude-oil production. The interweaving of 
interests in Venezuela tended to result in the strengthening of the 
world-wide cartel relationships of the three companies. Gulf, inter- 
nationally a less important company than Standard and Shell, be- 
came, by virtue of these agreements, a junior partner in the Vene- 
zuelan petroleum industry. 

Production quota agreements 

On the same dates that these agreements were signed, the various 
parties concluded other agreements which have, never been made 

»' NOM's payments to International included the lollowlng; Payment of onc-half of all of Intomatlonal’s 
obligations under the principal agreement as follows; (1) prompt reimbursement of onc-half of all pay- 
ments, expenditures, and advances made to Mencg up to and including November 30, 1938; (2) prompt 
payment of one-half of the monthly bills tor “current expenditures’’ as these became due; (3) prompt payment 
of one-halt of all other obligations of International as these became due. The word “all” is italicised to 
emphasize that N OM obligated itself in specific terms to pay onc-half of (1) all '‘current obligations” incurred 
after December 16, 1937, of (2) the $25,000,000 sums due on December 16, 1937, 1038, and 1939, of (3) the specified 
$26,000,000 consideration for the sale of oil, and of (4) all other “current and special ohligations” arising from the 
operations of Mencg. These obligations appear to bo a spcciilo quid pro quo, an agreement by NOM 
to pay one-half of all International’s obligations under the principal agreement In purchase of a onc-half 
interest in all the benefits flowing to International under that agreement. 

All of the additional costs of management and administration flowing from the main agreement were to 
be paid in equal shares by International and NOM .(art. 14). All of those payments were to be made in 
United States currency unless otherwise spcciflcd by International (art. 4) . 

With respect to concessions acquired by Mencg after November 30, 1938, NOM’s rights to an undivided , 
one-fourth interest were stated in terms of an option which NOM could exorcise or not as It chose. (See 

^'•5 Another important factor from Shell’s point of view was the importance of this new eastern Venezuelan 
oil supply as a compensating resource to replace that lost In Mexico in March 1938 when the foreign oil com- 
panle.s were expropriated. Shell’s production in Mexico in 1937 was about 15.6 percent of its total world 
output (outside of the United States, 1. o., its production availahlo for refining and sale in world markets). 

This was about 62 percent of total Mexican production (The Petroleum Times, June 4, 1938, pp. 729, 731). 


23641—52 13 
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public. These latter agreements established annually the total allow- 
able production af Monog- and Jersey Standard’s Venezuelan subsidi- 
aries, and fixed for each a ratio or constant proportion of the total 
production. When considered in relation with the other agreements, 
described above, the language of these quota agreements suggests that 
the various moves by Standard and Shell in Venezuela were designed 
to restrict prodr ction in that country in accordance with their esti- 
mates of world market conditions. 

The jour-party ratio agreement . — By far the most important quota 
agreement is that signed on December 15, 1937, at Toronto, Canada, 
known among the parties as the ratio agreement. The principal 
parties to this agreement were Meneg and two Venezuelan subsidiaries 
of Jersey Standrrd which were collectively referred to in the agree- 
ment as “Lagosov.” These two subsidiaries were the Standard Oil 
Co. of Venezuela (SOV), which operated chiefly in eastern Venezuela 
and which signed the Meneg-SOV agreement, and the Lago Petroleum 
Co. (Lago), which operated on the Lake Maracaibo region in close 
cooperation with Gulf and Shell.®® These two companies together 
represented substantially all of Standard’s Venezuelan crude-oil- 
producing interests, except those acquired through International in 
Meneg, and accounted for about 50 percent of Venezuelan production.®^ 
The Internatiomd Petroleum Co. also participated in the agreement 
by virtue of the Meneg-International principal agreement which 
represented the consideration exchanged between the parties for the 
ratio agreement.'® 

J'he ratio agi-cement fixed production quotas for Meneg and 
Lagosov for a period of 12 years and provided machinery for setting 
new quotas annually in 1950 and thereafter.®® These production 
quotas wore prescribed in accordance with certain “principles” and 
goals which are stated so broadly, however, that the agreement could 
only have been a partial instrument in their achievement. 

Principles and goals. A formal statement was given of the basic 
considerations underlying the ratio agreement. This statement of 
guiding principles and ultimate goals sheds a considerable degree of 
light on the undtrlying motivations of Standard in Venezuela. 

Meneg and Lagosov state at the outset that they are interested in 
producing, durirg the life of their concessions in Venezuela, the 
“total recoverable oil” therein. However, they are agreed that their 
desire — ■ 

of ad van cing the exjloration and development of their concessions + * * and 

of increasing the pioduction therefrom * * * should be done in an orderly- 

manner and in aocoi dance with good business and true conservation practices. 

Accordingly, the accompanying production schedules (discussed 
below) were prejiarcd and are said to reflect the “estimates” of the 


two parties of tlij 
next 12 years ' 


B increases in production that can ho made over the 
In short. Standard, through Lagosov, and in partner- 
ship witli Gulf ill Meneg, fixed the total maximum production allow- 
able in Vcnozuclla under their mutual estimates of future world 


markets and agreed upon the respective proportions to be produced 


‘•See p. 167. 

« Sec p. 167. 

8,8 Frcarable. This prov 
are to bo read and intorprij 
68 The agreemont was ci 
1050 apparently never carri< 
1 Preamble. [Italics add 


ision underscores the contention that all the agreements discussed in this chapter 
; ted together as one unified over-all agreement. 

lancclcd in 1943, and, therefore, the provisions relating to the period beginning in 
e into effect. See below, p. 189 fE. 

cd.l 
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by'Meneg and by Lagosov. No explanation was provided as to what 
logical' or necessary relation those estimates (an economic determina- 
tion) have to “true conservation practices” (an engineering or geolog- 
ical determination). 

Lagosov w'as given the power of unilaterally increasing, but not 
decreasing, the respective quotas of the two parties during the initial 
12-year period, under certain specified conditions. This power was 
granted to Lagosov, but not to Meneg, in recognition of the former’s 
“more advanced development and its large and diversified available 
markets and connections,” making it able to “better judge” the 
conditions permitting such increases.^ This language suggests that 
Lagosov (i. e. Standard (New Jersey)) was recognized as the domi- 
nant party in fixing and adjusting the quotas for at least 12 years. 
This superior position flowed from Lagosov’s dominant position in 
the Venezuelan petroleum industry and its much greater size than 
Meneg. ^ 

While the above principles were set forth to guide the fixing of the 
production schedules up to and including 1949, a broader statement 
of principles and goals, including all the above principles as a starting 
point, was elaborated to guide the fixing of quotas for 1950 and after. 

It was contemplated that beginning in 1950 the parties would 
determine annually the total crude to bo produced by them in 
Venezuela and the respective proportions to be produced by each. 
In fixing these amounts, the parties would “take into account, to 
the extent that it is in the control of Meneg and Lagosov,” the 
following ends that the quotas “should” bo designed to promote: 

(1) the maintenance of total Venezeulan oil production at “a fair 
ratio basis” to that of world production outside of the United States; 

(2) the maintenance of “a proper relationship” of the production of 
Meneg and Lagosov to the total production of Venezuela; (3) the 
maintenance of “a proper relationship” of the production of Meneg 
and Lagosov to the total production of other petroleum companies 
in Venezuela.* The phrase “to the extent that it is in the control of 
Meneg and Lagosov” connotes something of an understatement, for 
these two, together with the Shell group, accounted for more than 
99 percent of Venezuelan production in 1937 and 1938.® 

Production quotas, 1938-49-. The ratio agreement includes in its 
provisions _ “production schedules” or quotas for the 12-year period 
beginning in 1938. These schedules, prepared in accordance with the 
above-stated principles, reflect the estimates of the parties in Decem- 
ber 1937 of the maximum production they could jointly produce and 
dispose of in world petroleum markets during this period “in an orderly 
manner,” and it also fixed the proportions of the total to be produced 

» Idem. 

•Seep. 107. 

< Art 2. [Italics added.] The ratio between the two parties was to be flsed in 10£0 and the subsequent 
years alter oonsidoring (1) the resrootive crudc-oll reserves; (2) the total recoverable oil during the life ol the 
ooncossions; (3) other pertinent data. 

» (See p. 167.) Oulf, Standard (Now Jorroy), and Shell, together wilh their world-wide nfflliaticns and 
oonneotions, were fensitivc to and an imrortant infli-ence uren world rrarletr ortfide of (he United States. 
The three goals li.stcd above, therefore, wore reasonably attainable by the Gulf and Standard (Now Jersey) 
subsidiaries in Venezuela, provided that an agreement or even a tacit rnderstamdirg were arrived at with 
Shell. 

Shell’s operations in Venezi’ola were readily adaptable to such an understanding, for it bad been Shell’s 
practice for some time to a,ssign fluctuating production quotas to seme of its Venczi elan oil folds (but hot to 
anyjof its lake Maracaibo properties), which, as “reserve fields” took the impact of changes in Shell’s world- 
wide demand. For example, the production at one of Shell’s reserve fields w as 1,200,000 barrels lower in 
1037 than in 1036 because of a lower production quota assigned to it (The Oil Weekly, February 21, 1938, 
p. 64) . Production on the Lake Maracaibo properties was, in largo part, of an offset character, t. e., the throe 
companies maintained their relative productions under cooperative working arrangements. (See p. 
167.) 
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by each of the 
proportions are 
accruing to Into 


harties. The production schedules and the ratios or 
shown in table 12.® Meneg’s quota included- all oO 
tmational under the principal agreement J 


Table 12. — Produ< 


iwn schedules set forth in the ratio agreement and the ratios thereof 

[(Average daily gross production i in barrels of 42 gallons] 


Year 


1038 - 

1939.. . 

1940.. 

1941.. . 

1942.. 

1943.. 

1944.. 
1945- . 

1946.. 
1947- . 

1948.. 

1949.. . 
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Production schedules 


Monog 2 


80,000 
100, 000 
110, 000 
121, 000 
133, 100 
146, 400 
150, 000 

150. 000 

160. 000 
150, 000 
150, 000 
150, 000 


Lagosov 2 


285, 600 
345,000 
379, 500 
417, 450 
459, 195 
505, 114 
518, 100 
518, 100 
518, 100 
518, 100 
518, 100 
518, 100 


Total 


365, 500 
445, 000 
489, 600 
638, 450 
592, 295 
651, 614 
668, 100 
6G8, 100 
668, 100 
608, 100 
668, 100 
668, 100 


Ratios 


Meneg 2 


Units 


100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 


Lagosov 8 


356.9 
345.0 
345. 0 
345.0 
345.0 
345.0 
345.4 
345.4 
345.4 
345.4 
345.4 
345.4 


1 Defined in footnote 6, below. 

2 Mone Grande Oil Co. , . , tt 1 1^1 s 

8 Lago Potroleum Corp. and Standard Oil Co. of Venezuela, jointly, including Venezuelan production of 


affiliated companies. 

Source; Agreement be 
zuola, and International 


;wcon Mene Grande Oil Co., Lago Petroleum Oorp., Standard Oil Co. of Vene- 
Petroleum Co., dated Dec. 15, 1937, art. I. 


The total quo 
rate of 365,500 
average daily pri 
productions sch 
70.9 percent ol 
produced a som 
and Shell subsiq 
of production 

It may be n( 
through 1944 ai 
after. The rat 
throughout at a 
as described be’ 
the ratio relati 
period. 

Under the p 
somewhat diffei] 


tlio royalty oil payable 
entitled from properties! 
Royalty oil paid by one! 
hence Included with it,! 
receiving the oil. “Not 
agreements similarly in 
in kind were deducted I 
Venezuela have goneral^ 


ba fixed for the two parties for 1938 was at the average 
barrels daily, while actual reported total Venezuelan 
eduction was 515,500 barrels.® Thus, the agreed-upon 
dules, if adhered to, would have amounted to about 
actual production. Moneg and Lagosov together 
jewhat lesser proportion of 1938 production, however, 
iaries produced somewhat more than the 29 percent 
t over for them in the ratio agreement. 

|)tcd that the quotas gradually increased from 1938 
were fixed at the 1944 level for the 6 years thero- 
10 of Mcneg’s production to Lagosov’s was fixed 
pproximately 100 to 345 units.® Provision was made, 
,jOW, for possible increases, though not decreases, but 
onship was to remain unchanged during the 12-year 


rincipal agreement, however, control of the oil was in 
ent proportions than the production ratios. Meneg’s 


6 The Quotas are statiil iu terras of “gross production” which differed, lu ^ct, only slightly from the net- 
production” concent us( d in the Mcneg-SOV andprindpal agreernonts. Gross production, as defined m 
art, 7, moans total produ 3 tion “from all sources,” including all production from totally owned properties and 

” ’ m respect thereof, and including that portion (ff production to which a party w 
m which it has a part interest and all royalty oil applicable to such part interest, 
party to the other (e. g., that paid by Mcneg to Creole, an affiliate of Lagosov and 
on its Lake Maracaibo properties) was included in the production of the party 
production” under the Meneg-SOV (p. 171, above) and principal (p. 173 above) 
Jaded all oil produced, received, or acquired by the parties, but royalties pa^ 
from the total. (Cash royalties were treated as a carrying charge.) Royalties in 

» o--* & been paid in cash; in the postwar period, however, the Venezuelan Government 

harsomcTimerefectodlcTtake its royalties in kind^ xv. 4 . 1 v « 

7 Art 7 NOM’s share of oil under the main agreement is taken from that deliverable to International 
under the principal agreement. The language of art. 7, cited in footnote 6, is sufficiently broad and mcluswe 
so that the quota for Lagosov may be construed as including the production of proposes operated by SOV 
subsidiaries and owned py North Venezuelan Petroleum Oo. and the Pantepoe Oil Oo., etc. 

> Tto staWlizes^herilSiTO production of the two parties at the actual 1937 ratio of production. 
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production quota was deliverable half to itself (i. e., to Gulf) and half 
to International. Of the total gross production allowed, therefore, 
Standard (New Jersey) would receive all of Lagosoy’s production 
(i. e., 345 units) and 50 percent of Meneg’s (i. e., 50 units) while Gulf 
would receive only half of Meneg’s production. • Hence, on the basis 
of the production schedules, it was contemplated that through the 
12-year period Gulf would receive 50 units as compared to 395 for 
Standard; i. e. a ratio of 100 to 790. The entry of Shell, through 
NOM, into the share arrangements with International would reduce 
Standard’s share to 370 units, or a ratio of Gulf to Standard of 100 

to 740. ^ 1 1 

Insufficient details of foreign operations of Gulf and Jersey Standard 
are available to determine whether the production and control ratios 
were adhered to after the agreement was concluded in December 1937 
and up to the time it was canceled in 1943. For comparison with the 
ratio schedules, however, the division of production in 1947 among the 
major Venezuelan oil companies is shown here.'” The respective 
proportions of Venezuelan production accounted for by Menog, Lago- 
sov (tlnough its corporate successor. Creole), and Shell were as 
follows: 


Standard Oil Co. (New Jersey) (Creole Petroleum Corp.) 

Shell group (3 subsidiaries) - 

Gulf Oil Corp. (Mene Grande Oil Co.) 


Percent 
52. 5 
27. 7 
14, 6 


Total 


1 94. 8 


■ Survey of Current Petroleum Situation in Venezuela, OIE Eept. No. 4798 (PV) Nov. 4, 1948, DeparttMiit 
of State, Division of Eosearch tor American Eepublics, Ofaco of Intelligence Eoseareh, unolassiflca. Tlio 
remaining 6.2 percent of production was split up among a number of other companies the most important oi 
which were the Texas Co. and Socony-Vacuum Oil Go. . . r n 

Note that Shell’s proportion of production in 1947, unlike Gulf’s and Standard s, had fallen off significantly 
since 1937 (see p. 167) . Whether this was duo to temporary factors or represented a permanent decline is not 
known. 


Tho actual ratios botwoon Gulf and Standard (Now Jersey)_ in 1947 
appear to have been, for production, 100:360, and, for deliveries of oil, 
100:770. , ^ „ 

Only a negligible proportion of Meneg’s and Lagosov s 1937 pro- 
duction came from oil fields in eastern Venezuela other than the long- 
established field at Quiroquire; the newly discovered fields did not 
begin to yield commercially significant volumes of oil until 1940." 
The production quotas, therefore, must he read with the following 
factors in mind: 

(а) Nearly all of Meneg’s and Lagqsov’s production in 1937 came 
from well-defined oil fields with established productive capacities. 

(б) The limitations imposed by tho quotas wouW be felt more 
severely in the new oil fields coming into production in eastern V ene- 
zuola— the source of Venezuela’s lighter and higher-valued crudes.'* 
A largo proportion of Gulf’s and Standard’s potential capacity in 
eastern Venezuela was tied together in the “pooled concessions” so 


i» It should not bo inferred that these data indicate the application of tho restrictions of the ratio agreement 
in 1947. 

11 International Petroleum Trade, September 39, 1941, p. 268. . „ , , .. 

12 The crude oils of eastern Venezuela were lighter than those of western Venezuela, and were more suit- 
able for refining into higher- value products. These products were more competitive In nature with those 
refined from United States oils and sold in tho domestic market or exported into world markets. Gulf and 
Standard (Now Jersey) wore keenly interested in both markets and may have wanted to create the 
chinery for control over eastern Venezuelan crude oil so as to be ablo to protect their intorcsts. Shell s 
interest in such controls is obvious and Is indicated in its adherence to the Intornational-NOM ratio agree- 
ment discussed below. 
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that the quota restrictions, insofar as they had an unequal impact on 
one or the other, would operate uniformly in these new petroleum 
fields. 

(c) The production quota system, together with the pooling of 
concessions and the management controls and restrictions on Meneg, 
were a potent instrument for controlling the development of eastern 
Venezuela or for the imposition, if need be, of restrictions or retarda- 
tions on that development . 

The productic n schedules discussed above were fixed at the same 
level from 1944 tiirough 1949, suggesting that Meneg and Lagosov were 
unwilling to commit themselves to increases for more than a 6-year 
period. It was provided, however, that Lagosov, due to its superior 
position and knowledge,^® could better judge what increases, if any, 
would be justified from tirne to time, as “marketing and other con- 
templated condi iions permit.” No provision was made for decreases 
in the quotas. Increases were to be instituted by unilateral action of 
Lagosov alone, tiiat is, Lagosov could simply produce in excess of the 
quotas as it thought feasible.** _ Meneg, upon notification of this 
excess production could produce in the same year, or in the ensuing 
year, in excess of its quota an amount of oil equivalent to 100/345th 
of Lagosov’s excess oil, thus preserving the ratio position of the 
parties.*® The cifect of these provisions was to give Jersey Standard, 
through Lagosov, a free hand in determining the production of itself 
and of Gulf in Venezuela, provided only that it could not fix that 
production at less than the quotas provided for in the agreement. 

Quota machimry jor 1960 and thereafter The ratio agreement 
provided a comp lete mechanism for determining production schedules 
after 1949. It was provided that on or before September 1, 1949, 
Meneg and Lagosov would each appoint one or more representatives 
to determine “the total crude oil to be produced by them from Vene- 
zuela for the year 1950 and the proportion to be produced by each”.** 
The deliberations were to be guided by the principles and goals dis- 
cussed above. This procedure was to be repeated annually. The 
agreement also s(»t forth in some detail a voting procedure and provi- 
sions for resolving disagreements about the ratio to be established 
between the parties.*^ Moreover, it fixed the penalties to be imposed 
in cases of produ(;tion in excess of the quotas.*® Thus, the machinery 
was created for the fixing of production schedules over a period of 
many years in accordance with stated goals. 

Soo p. 183. 

H Art. 1. During this Initial 12-j’mr period, however, Meneg was burdened with penalty clauses in th« 
event that it produced oil in excess of its quotas except as permitted above. If excess oil were produced by 
Moii6g, It was provided that one-half of such excess oil would be deliverable to International under the 
principal agreement and lhat Lagosov had the option of purchasing the other half of such oil at cost of 
production and transporta don. Thus, Gulf stood to lose po^cssion of all oil produced in excess of the ouotas 
that Lagosov had not aut;iorlzcd, while Lagosov retained complete freedom of action. ' 

Idem. 
iMrt. 2. 

*7 The combined represei itatlon of Meneg and Lagosov were each entitled to only one vote. International 
was authorized to have no ivoting representatives present. Should the parties fail to agree upon the ratio, 
it was agreed that the parlies wore to appoint a "‘third representative,” i. o., an arbitrator, or failing agree- 
ment on this third reprosor tativo, application could be made by any of the parties to a judge of the Supreme 
Court of Ontario to appolti t such third representative; the decision of the arbitrator was to be binding and 
conclusive upon the parties (art. 2). In no case, however, was the production schcduleof Moneg to be 
fixed at loss than an averaije gross production of 150,000 barrels dally (art. 3) 

>8 Penalty clauses for production in excess of quotas, beginning in 1950, were to be applied against both 
parties, but the incidence )f the penalties was uneven. The provision for penalizing Meneg was repeated 
(see footnote 14, above); thi tt is, half of the excess would be delivered to International, and Lagosov was given 
the option of purchasing tl ie other half at cost of production, i. e.. Standard (New Jersey) would get all the 
excess oil, Gulf nothing. ] denog similarly had an option to purchase all excess oil produced by Lagosov at 
cost of prodnetion. but hali of the excess oil purchased must be delivered to International under the principal 
agreement, 1. c., Standard (New Jersey) and Gulf would share excess oil on a 50-50 basis. 

» This agreement- was cafaceled in 1943. Its stated life (art. 5) was the same as that of the principal agree- 
ment, i. c., the life of Menteg's concessions. vaiasico 
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The saving clause . — A saving clause was included in the ratio agree- 
ment, designed, it may be assumed, to bring the agreement within the 
range of action permitted under the Lni ted States antitrust laws. 
However, the effect of the saving clause was qualified by an attached 
proviso which largely negated it. Article 4 of the ratio agreement 
states: 

Nothing in this agreement shall in any way restrict the right of any party 
hereto to increase production for import into the United States or reexport there- 
from by itself or any third party; Provided, however, That such party will first 
apply its proportion of the amount of production to be pi'oducod by it pursuant 
to articles 1 and 2 hereof to its said requirements for import into the United States 
or reexport therefrom before the right to increase production specified in this 
article 4 is claimed or used.^o 

The first part of this article suggests that the ratio agreement was 
not intended to restrict the free flow of petroleum to the United States. 
But even without the attached proviso this provision had little mean- 
ing since imports into the United States were already subject to vol- 
untary restrictions on the part of the oil importers, limiting imports 
to 4.5 percent of American production, amounting to roughly 30 per- 
cent of Venezuela’s production.’^ Under these conditions, any large 
increases in Venezuelan production, such as that expected in 1937 to 
result from the important now discoveries in eastern Venezuela, would 
be excluded from United States markets, except as increases in United 
States domestic production permitted increases in the import tonnage 
within the limits of the 4.5 percent voluntary restriction. 

It may again be noted that this limitation of the United States 
market was itself an important consideration in the writing of the 
ratio agreement and the construction of regulating machinery. The 
agreement was designed to soften the impact of this_ new production, 
particularly from eastern Venezuela, not in the United States where 
it was effectively excluded but rather in the other natural markets 
for Venezuelan oil which wore long-established and world-wide in 
scope.^® 

Whatever meaning was loft to the saving clause was rernoyed by 
the attached proviso. This proviso stated that a party wishing to 
exceed its quotas by shipment to the United States would first have 
to apply its full quota allowed for that year (i. e., “its proportion of 
the amount of production to bo produoed by it pursuant to articles 


20 Art. 1 is that In which production quotas were fixed for the 12*year period, 1038-49. Art. 2 provided 
machluory for fixing quotas for 1960 and after, , ^ 

21 Voluntary agreement with the aocretary of the Intorlor. Scop. 169. , x ^ ^ ^ 

22 In 1937, imports into the United States averaged about 143,600 barrels daily and totaled about 4.5 per- 

cent of domestic production. About 88 percent of those imports came directly from Venezuela as crude oU 
(30 percent) or indirectly from the Netherlands West Indies as heavy refined products (49 poroont). About 
45 percent of all petroleum imports were bonded for reexport. Foreign Commerce and Navigation of the 
United States In the Calendar Year 1937, p. 178. Venezuelan production in 1937 averaged about 510,000 
barrels daily, and exports averaged a slightly lower figure. Thus in 1937 about 30 of Venezuelan 

production was imported directly or indirectly Into the United States, much of this being bonded for 

reexport; about 70 percent was sold in other world markets. ^ xt. tt j c.* * ov.,n 

23 All three large Venezuelan producers had established markets outside of the Un ted States. SheU 

and Standard (New Jersey) shipped most of their production to refineries m Netherlands West Indies 
and lesser amounts to refineries In Europe and the United States. The refined products manufactured 
at these places wore sold in all world markets. International shipped its share of Moncgoil to the refineries 
of its parent corporation. Imperial Oil Co., the Canadian subsidiary of Standard (New Jersey). Assuming 
that all of Standard’s Imports Into the United States originated directly and Indirc^ly from Venezuela, 
these imports amounted to about 36 percent of Standard’s Venezuelan production. Gulf imported about 
half its production into the United States, where it was refined in Gulf’s refineries, the products being sold 
domestically or bonded for export, and it presumably sold the other half of its production to others prior 
to the coming Into efTect of the principal agreement. Shell’s imports into the United States at this time 
were a negligible proportion of its Venezuelan production. All those statements are based on data from 
Moody’s Industrial, the Oil Weekly, November 13, 1939. • 
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j) to its requirements for import into or for reexport 
States, before it could claim or use the right to exceed 
its quotas for tliese purposes. In other words, if tlie quotas were to 
be exceeded under the saving clause, the total production would have 
to go to the United States and no other channels of distribution 
could be used. 

This proviso effectively eliminated the possibility of quotas being 
exceeded in the case of shipments to the United States. For Meneg 
to use the saving clause, its part owners, International and NOM, 
would have to eliminate their normal channels of trade; similarly for 
Lagosov to use tho clause, it would have to abandon the normal 
markets for a large proportion of its production. 

The Internatimal-NOM ratio agreement . — At the same time that 
International and NOM concluded the main agreement, they signed 
a second document in which Shell, through NOM, recognized and 
assented to the ratio agreement. This recognition was required not 
only because NOM had acquired an interest in Meneg’s production, 
but also because the budget provisions of the principal agreement 
were to be “read in conjunction with and subject to the ratio agree- 
ment.’' NOM, therefore, agreed that it would not use its voice, 
acquired in the main agreement, to disturb the arrangements made in 
the principal and ratio agreements regarding production. 

It was agreed, however, that International would use “all reasonable 
endeavors to cause Meneg” to maintain its total production from all 
sources at the levels authorized by the production schedules under the 
ratio agreement, except where “contrary to good operating practice” 
or where the direct costs of the oil produced exceed its market value, 

It was further agreed that the consent of NOM would be required for 
any change in the ratio agreement which would either release Meneg 
from tho quotas or which would require Meneg to produce less than 
the quotas.^'^ 

These provisiens generally reflect the interests of Shell in receiving 
a stable and predictable supply of eastern Venezuelan crude from 
year to year.^® They also reflect Shell’s desire to maintain the quota 
system for Meneg and Lagosov, which together accounted for two- 
thirds or more of Venezuelan production. While Shell did not 
participate directly in the ratio and principal agreements, it had 
acquired througli the main and the Interna tional-NOM ratio agree- 
ments an important voice and share in the arrangements included 
therein. Shell therefore had a direct knowledge and share in these 
arrangements. Moreover, since the greater part, of Venezuelan 
production went to foreign markets, in most of which Shell was a 
principal supplier, it had a particular interest in their fulhllment. 
While Shell’s o'voi producing subsidiaries were not included in the 
quota schedules, it seems likely that their operations would have 
been guided by these considerations.^* 

Another agreement, which was extraneously included in the Inter- 
na tional-NOM lAtio Agreement, further cemented relations between 

Slio p. 176. 

« Art. S. 

M Art. 1. 

S' Art. 6. 

This was important t ) Shell since this Venezuelan oil was to replace the petroleum resources owned by 
Shell and expropriated b 3 the Mexican Government in March 1938. 

2® Tho Intcrnational-NOM ratio agreement completed the process whereby Standard (New Jersey) and 
Shell had gained the dominant voice in the operations and management of Meneg, and Gulf had become, 
In effect, a junior partner, 
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Standard and Shell. International and NOM agreed that if either 
acquired, directly or indirectly, Gulf’s holdings in Meneg, it would 
“immediately ojffer one-half thereof to the other party at the cost to it of 
such one-haif”.^° Thus, the joint and essentially equal voice of Inter- 
national and NOM was to be maintained under all contingencies. 

Cancellation of the four-party ratio agreement.- — On January 13, 1943, 
representatives of the four corporations signing the ratio agreement 
executed a further agreement whereby the parties: (1) canceled_ the 
ratio agreement as of December 31, 1942, and (2) mutually waived 
and abandoned any claim of any nature arising out of that agreement, 
N 0 reasons were given for this action and no provision was made for a 
superseding agreement. However, current circumstances and events, 
together with the fact that the provisions of the other agreements 
were still operative, help to explain this abrupt and laconic annulment. 

In the first place, to achieve “economies in administration and 
operations,’’ all of the Venezuelan interests of Standard (New Jersey), 
except those hold by International in Meneg, were merged into the 
Creole Petroleum Co. during August and September 1943.^^ This 
change in Standard’s corporate structure in no way directly affected 
the ratio agreement, but in the course of arranging the reorganization 
• — which was bound to result in a certain amount of publicity- 
standard may have felt that it would be better to have the ratio 
agreement out of the way. 

More important was the impact of World War II upon current 
operations and prospective markets. Beginning in 1942, German 
submarine attacks on tankers substantially reduced the amount_ of 
Venezuelan, oil shipments from the Caribbean area to consuming 
centers. 'The Venezuelan petroleum industry was thereby forced to 
curtail production from its peak production in 1941 of 625,800 barrels 
daily (average) to 404,600 barrels daily in 1942. As the submarine 
danger was brought under control, recovery was rapid. New tankers 
were ‘built and production in 1944 averaged 704,200 barrels daily, 
with average daily production mounting rapidly thoreafter.®^ 

The agreed-upon production schedules and ratios, therefore, were 
inapplicable both to the lean years of 1942 and 1943 and to the fat 
years that immediately followed when the petroleum companies had 
every inducement to produce all the oil that could be transported. 
Further, the future became highly uncertain and unpredictable; what 
would world markets be like in the immediate postwar period? If 
the war should end before 1949, there would be no way of ascertaining 
whether the agreed-upon quotas and ratios would bo applicable and 
“fair.” Moreover, the machinery for fixing quotas beginning in 1950 
might better suit the situation than that agreed upon for the period 
ending in 1949. All in all, it seemed that the safest course of action 
was to disregard a quota system that would bo inoperative for an 
unpredictable number of years. 

80 These assets Included “Any assets of Meneg [acquired] (otherwise than pursuant to tho main agree- 

ment)”, 1. 6., (1) any assets of Monog owned and vested in Gulf as distin ct from those owned and vested in 
Internationa] and NOM under the principal and main asreoments, and (2) “any shares of stock, bonds, 
notes, debentures, or other securities of Meneg” (Art. 7 [italics added]). ^ . 

81 This reorganization was announced to the stockholders in March 1943 . In it, SOV and Lago disappeared 
as separate entities in separate corporate hierarchies, and tho control and administration of their properties 
and iDUsincss was thereby considerably tightened. The status of the “pooled concessions” did not change; 
Creole merely supplanted its subsidiary, SOV, in the ownership and rnanagement relations with Mon^. 
In connection with this merger, Standard (New Jersey) later filed an application, dated May 5, 1944, with the 
New York Stock Exchange for an additional stock listing of 50,208 shares. 

82 All statistics from World Oil, July 16, 1950, p. 44. Production increased annually until 1948, when the 
daily average was 1,291,800 barrels, but it fell off slightly in 1949. 
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, It may also bci noted that the cancellation of the ratio agreement by 
no means ended all controls over the Venezuelan petroleum industry. 

The provisions in the principal and main agreements relating to annual 
budgets of capitil and operating expense and to annual statements of 
operating policj- insured strong supervisory controls over Moneg. 
Standard (New Jersey) and Shell still held, in 1947, direct and indirect 
control over 95 percent of all production in Venezuela.^® The two 
companies conferred continuously and necessarily with respect to 
Meneg through their subsidiaries. International and NOM. The 
stability and solidity of even an implied or tacit understanding between 
them would bo decisive in the control of Venezuelan oil. 

Moreover, the International-NOM ratio agreement, so far as it is 
known, is still in existence, though it is necessarily largely inoperative. 

It may be assumed that the written consent of NOM, which is manda- 
tory, was freely ^iven to the proposed cancellation of the ratio agree- 
ment and that i^lieU participated in that decision. The restriction 
upon the parties with respect to the acquisition of certain assets of 
Meneg is presuntiably still binding. 

bummaiiy: the significance of the agreements 

As of December 15, 1937, the Mene Grande Oil Co., a 100-percent 
subsidiary _of_ the Gulf Oil Co., owned various oil concessions in 
Venezuela in its own right and owned interests in various other con- 
cessions jointly with others. It owned and held interests in the 
ownership of physical properties in connection with these concessions 
and concession interests. It held the right to develop and to partici- 
pate in the development of them. It owned rights to future oil 
production from those concessions proportionate to its ownership 
The net book value of these concessions, physical properties, and 
rights was $19,562,852. 

On December 15, 1937, Meneg participated in a number of agree- 
ments with various Standard (New Jersey) subsidiaries. The net 
effect of these agreements and of subsequent agreements between the 
International Petroleum Co. and the NOM, a Shell subsidiary, may 
be summarized as follows: 

(a) Meneg and SOV, a Standard (New Jersey) subsidiary, agreed, 
as of December lii, 1937, to “pool” all the concessions in which they had 
joint interests. These “pooled concessions” represented about 74 
percent of all exploitation concession interests and about 90 percent 
of all exploration concession interests held by Meneg. Practically 
all of these were located in eastern Venezuela. While the concessions, 
were to be “opeiated” by their legal owners the actual management 
and control over all exploration, development, and production was 
transferred to a committee representing equally the two partners. 
Additional concessions could be pooled at the discretion of and upon 
agreement of the committee. All costs of operation of each pooled 
concession were to be shared equally, and one-half of the oil produced 
on each pooled concession was deliverable to each of the parties. 

Thus, a large part of the properties of the two companies was, in fact, 
transferred from the separate management to that of a joint enter- 
prise. 

« See p. 185. 

“ Itfi life is tho same as that of the maJn agreement, art. 8. 
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(b) Meneg sold an undivided ono-half interest in all of its conces- 
sions, physical properties, and rights, as defined in the opening para- 
graph of this summary section to the International Petroleum Co., an 
indirect subsidiary of Standard (New Jersey), the sale taking effect on 
December 15, 1937. Included in this sale was an unlimited and con- 
tinuous option to International to purchase all concessions and con- 
cession interests that Meneg might want to sell, transfer, or surrender, 
and a similar option to buy an undivided one-half interest in all new 
concessions and concession interests that Meneg might acquire. In- 
cluded in the sale, also, was an undivided one-half interest in all physi- 
cal properties of every description acquired by Meneg after the date of 
this sale. International later sold to a subsidiary of Royal Dutch- 
Shell, NOM, retroactively to December 15, 1937, an undivided one- 
half interest in all the concessions, properties, rights and options it had 
acquired from Meneg. 

A.S of and after December 15, 1937, therefore, all of the assets, tan- 
gible and intangible, of Meneg were vested as follows: Gulf, 50 per- 
cent; Standard (New Jersey), 25 percent; Shell, 25 percent. Insofar 
as the “pooled concessions” were concerned, as distinct from all of 
Meneg’s other assets, their ownership and all oil produced therefrom 
was divided as follows: Gulf, 26 percent; Standard (New Jersey), 
62.5 percent; and Shell, 12.5 percent. 

(c) Meneg surrendered valuable management prerogatives to its 
partners: (1) Meneg granted to International the right of access to 
and inspection of all of its properties, records, books of account, and 
all information, including geological, in its possession relating to its 
concessions and properties; (2) Meneg also agreed to submit annually 
budgets of capital and operating expense and statements of operating 
policy for all its properties and interests for the approval and con- 
currence of International, such approval being necessary for all 
exploration and development work other than that in connection 
with current and “normal” operation; (3) Meneg and Standard (New 
Jersey) operating subsidiaries agreed to fix total production schedules 
beginning in 1938, quotas being fixed under these schedules in the 
ratio, respectively, of 100:345. Machinery was provided for a 
revision of these production schedules and ratios beginning in 1950. 
The superior and dominating position of the Standard (New Jersey) 
subsidiaries was recognized by Meneg. These provisions were to be 
read and interpreted together with those relating to budgets and 
operating policy, i. o., Meneg’s limited voice in the quota arrangement 
was subject to approval by International. While the quota arrange- 
ments were canceled in 1943, the budgeting arrangements are still in 
effect. 

International admitted Shell, through NOM, to participation on a 
substantially equal basis in all the supervision rights it had acquired 
under the provisions summarized above. NOM thus acquired an 
egu^ right of access and of management through International. 
Similarly, it acquired knowledge of and approved and consented to 
the production quota arrangements. Meneg, in two separate docu- 
ments,®® recognized International’s right to admit NOM to these 
arrangements and to the sale. 

(d) In consideration of the sale and transfer of prerogatives as 
described above, International agreed to assume one-half of all of 

« Both dated January 28, 1939. 
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Meneg’s “current obligations” arising after December 15, 1937, or 


allocable to oil 

$ 100 , 000 , 000 . 


produced after that date, and to pay to Moiieg 
The consideration paid by NOM to International for 


one-half of Intqrnationars acquisitions included the assumption by 
NOM of one-hal f of all of International’s burdens, i. e.. International 
transferred to JiOM an undivided o^e-fourth interest in Meneg at 
the cost thereof 
considerations p 


to International, The net effect of the various 
aid may be summarized as follows: 

(1) The agreement by the parties to assume varying portions of 
“current obligations” represented, in effect, an agreement to pay all 
the costs of oil delivered and to be delivered to them after December 
payments were to be proportionate to the interest in 
the oil produced, i. e., Gulf, 50 percent; Standard (Now Jersey), 25 
percent; and Shell, 25 percent. The total amounts paid bj^ the three 
parties from Deqember 15, 1937, to October 31, 1947, a period of just 
were as follows: 


under 10 years, 

Gulf (50 percent) 
Standard (New Je: 
Shell (26 percent) 


$172, 033, 708 

iijsey) (26 percent) 86,016,854 

86,016,854 


TotaL 


Meneg’s not 
divided : 


- 344,067,416 

droduction of oil during the same period was similarly 


Gulf (50 percent) 
Standard (New Jeiji 
Shell (25 percent) _| 

Total. . 


Barrels 

— - 191, 073, 259 

|sey) (25 percent) 96,536,630 

95, 536, 630 


ii) 


(2) As of De<l:( 
investments in 
one-half interesti 
a net “profit” 
its one-half intejn 
$80,437,148. 
fourth interest 
(c) Shell owned] 
$4,890,713) at 
These investnii 
assumed and c; 
i. 0 ., for the cosjti 
counting practice 
production of oil 
and the right to 
might enjoy in t 


MV, 


Up to October 31, 1' 
agreement. Since the pd 
dated January 27, 1948, t 
able to the partners wasj 
interest in this oil at a co 
a cash balance of $80,437, 
The cost of the oil deli- 
information. The cost 
of production, paid to 
of production minus IQH 
Standard (Now Jersey) af 
Even if proven reserves 
the entire lifo of the agreon 
barrel. Moreover, if Mou< 
production in Venezuela,! 
Venezuelan crude. 

The discussion in this 
n its accounts, making 


382, 146, 519 


•ember 15, 1937, the three parties had the following 
]S|Ieneg’s assets and rights : (a) Gulf owned an undivided 
in the enterprise (net book value $9,781,426) and had 
: the sale of the other half of $90,218,574, i. e., it held 
est free of cost, plus cash in hand or owed to it of 
Standard (New Jersey) owned an undivided one- 
_(|net book value, $4,890,713) at a cost of $50,000,000. 
an undivided one-fourth interest (net book value, 
cost of $50,000,000. 
ents were in addition to and separate from the burdens 
ajrriod by the three parties for “current obligations,” 
•s of producing oil after December 15, 1937. In ac- 
they represent charges paid for the rights to future 
from the concessions and properties owned by Meneg 
participate in such growth and expansion as Meneg 
he years to come.®® 


, a total of 382,146,519 barrels of oil had been delivered to the parties under the 
ijovcn reserves of Meneg were estimated, as of January 1, 1948, in Gulf’s Prospectus, 
r age 3, at 676,000,000 barrels, this would suggest that the total resource made avail* 
•s about 960,000,000 barrels. Standard and Shell had each purchased a one-fourth 
0 5t of $50,000,000, respectively. Gulf retained a one-half interest in the oil, and had 
L48. 

^ered to the parties during the life of these agreements can be calculated from this 
each barrel of oil acquired by Standard (New Jersey) and Shell is the actual cost 
>ncg as a “current obligation,^’ plus 20H cents. The cost to Gulf is the actual cost 
i cents per barrel. With respect to Meneg’s production, Gulf's advantage over 
a^d Shell is thus 37.6 cents per barrel. 

double after January 1, 1948, this cost factor will continue to give to Gulf, over 
ifnents, an advantage over Standard (Now Jersey) and Shell of about 23.4 cents per 
leg's costs of production approximate those of Standard's and Shell’s independent 
Gulf has had and will continue to have an over-all cost advantage for its share of 


footnote is suggested by the manner in which Gulf actually handled the transaction 
calculations, however, as of December 16, 1937. Moody's Industrials, 1950. 
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At tho timo the various agreements were signed, Standard and Shell 
were both much larger producers in Venezuela than Gulf. It was a 
time when the world petroleum industry was greatly concerned with 
tho problem of “overcapacity” — a problem which could have been 
greatly aggravated by uncontrolled Venezuelan production. The 
interests of Standard and Shell lay in “stabilizing” and controlling 
Venezuelan production in relation to markets for petroleum and 
petroleum products elsewhere in tho world. The various agreements 
described in these pages facilitated the achievement of this goal, a,nd 
tho exchange of money and rights to oil was the instrument for fixing 
the interests of the parties. For cash Gulf surrendered its management 
prerogatives and accepted a position as a junior partner in the Vene- 
zuelan industry. Standard (New Jersoj^) and Shell consolidated their 
control over the Venezuelan petroleum industry. Production quotas 
were fixed for about 70 percent of Venezuelan capacity. Shell alone 
remained outside of tho quota arrangement but had knowledge of and 
consented to it. 

These contracts for the sale of oil, therefore, had unusual features 
that distinguish them from ordinary business transactions. Tho three 
parties to the contracts became in reality partners in a joint enterprise, 
each holding undivided interests in the assets of the joint enterprise. 
The “price” paid by Jersey Standard and Shell for the oil they received 
was the cost of production of that oil. Tho “profit” accruing to Gulf 
for the “sale” oi oil was the fixed sum initially paid, i. e., $100,000,000 
less one-half of tho book value of Meneg’s assets in 1937, irrespective 
of the quantities of oil that would actually be delivered over the life 
of Meneg’s concessions and interests in Venezuela. The “sale of 
oil” features of these contracts thus appear actually as a sharing of oil 
among the three companies, while the contracts themselves appear to 
have been designed to further tho regulation and control of the de- 
velopment of crude-oil production in Venezuela. 
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CHAPTER VIII 

PRODUCTION AND MARKETING AGREEMENTS AMONG 
INTERNATIONAL OIL COMPANIES 

BACKGROUND FOR INTERNATIONAL AGREEMENTS 

In addition to (1) their outright ownership of reserves and produc- 
tion and distribution facilities, (2) their joint ownership arrangements, 
as in the Middle East, and (3) their agreements for the purchase and 
.sale of crude, the leading oil companies have also exercised control 
over the industry through restrictive agreements regarding interna- 
tional production and marketing. These agreements, some of which 
are the subject of this chapter, constitute a series of steps by which the 
major international companies sought to establish more effective 
control over distribution and prices throughout the world. 

A feeling that greater control in distribution markets was needed 
arose in the middle 1920’s. At that time it became evident that the 
existing degree of control over production constituted an inadequate 
basis for controlling price competition, even among the largest com- 
panies; for a price war broke out in Asia between two of the large 
international interests, and thereafter, in 1928, an international cartel 
agreement was formed among the principal international companies. 
Its purpose was to forestall market competition, both among them- 
selves and with others, through control of production and exports. 
But this agreement left largely uncontrolled the activities of important 
independent interests that were not parties to the agreement. It 
was followed by other agreements designed, first, to forestall compe- 
tition more fully among the parties to the main agreement and, second, 
to extend the international groups’ control over the activities of inde- 
pendents through separate local marketing agreements formulated, 
so far as possible, in accord with the principles and procedures agreed 
upon by the parties to the main agreement. These agreements cov- 
ered the period from 1928 to the outbreak of World War II. They 
were an integral part of the pattern of concentrated big-company 
control over world oil resources and trade described in other chapters 
of this report. 

Division of the Indian market 

The price war which immediately preceded the first international 
agreement broke out in India in 1926. It was a strildng illustration of 
how price competition between two of the big companies in one 
consuming area could spread to other markets and have a disastrous 
effect on 3ie profits of all. 

The concerns directly involved were Royal Dutch-Shell and 
Standard Oil Co. of New York. Royal Dutch-Shell owned some of 
the properties seized by the Russian Government in 1918. Neverthe- 
less, both Shell and Standard of New York continued throughout the 
early 1920’s to buy quantities of Russian crude oil which they refined 
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and sold in India and other far-eastern markets. After several 
years of unsuccessful negotiation for compensation for its properties, 
during which new reserves and production were being developed else- 
where, Shell decided to retaliate against the Russian Government by 
buying no more; Russian oil, and asked Standard of New York to do 
" had substantial production in Rumania which it could 
lussian oil, but Standard of New York had no substitute 
ibly located with respect to the Indian market. Had 
d buying from Russia, it would not only have thereby 
strengthened Siell’s position in pressuring the Russians, but also 
would have weakened its own competitive position in India, and 
thereby practicully imposed upon itself the necessity of acknowledging 
the market lead jrship of the British-Shell combine in India. Standard 
decided that, in order to remain in the Indian market, it would have 
to continue to 3uy Russian oil. Sir Henri Deterding, of Shell, said 
that he proposed to fight every effort of Standard to market Russian 
oil in India. S tandard countered Deterding’s opposition by alleging 
that Shell was seeking a monopoly of Russian oil.’- 

On September 19, 1927, Royal Dutch-Shell announced that the 
price of kerosene in India would be reduced immediately, should any 
more Russian oil arrive at Indian ports. But Standard was not 
deterred; and cn September 23, 1927, price reductions were made. 
Further reductions followed,^ developing into a price war in India 
between Standard of New York, and Shell. Steps were taken by 
each to broaden the conflict. Shell intensified competition in the 
United States, \^hile Standard of New York intensified its advertising 
of ethyl fuel in England.® As the competition between the two com- 
panies spread, c ther world markets were involved and other interna- 
tional marketing companies found it necessary to reduce prices to 
hold their respective positions. 

This intensive price competition, however, was short-lived. Late 
in 1928, an agreement was reached between Standard of New York, 
Shell, and Anglo-Persian which ended the struggle over the Indian 
market. Few details are available, but apparently an understanding 
was reached whereby the Indian market was divided between Standard, 
Shell and Anglo-Persian.^ 

Shell’s action in carrying the price competition to the American 
market affected the operations of all American oil companies. On the 
othei’ hand, the action of Standard of New York in staying in India 
notwithstanding low prices, and in intensifying the promotion of its 
ethyl gasoline ir. England, brought sharply to the attention of Anglo- 
Persian and Royal Dutch-Shell the possibility that Standard might 
increase its sale? in Great Britain and continental Europe and that 
other American interests might take similar action. The relative 
portions of all international companies in the principal consuming 
maVkets of the world were jeopardized. Thus, the stage was set for 
an 'international live-and-let-live policy. This was the background 
against which the first steps toward cartel control of world markets 
were taken in 1928. 


> Tho Petroleum Timds, 
i The Petroleum Time 
»lbld., March 3, 1928, 

* International Cartels 
ftiBo Leith, Fumess and 


, London, January 28, 1928, p. 168 and February 4, 1928, p. 210. 

London, January 28, 1928, p. 168. 
b. 400. 

[ United Nations Secretariat, Department of Economic Affairs, 1947, table 1; see 
^wls, World Minerals and World Peace, The Brookings Institution, 1943, p. 113, 
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THE ACHNACARRY AGREEMENT 

The rapidity with which the Indian price war had spread from 
India to American markets and then back to Europe made it apparent 
that control of reserves in newly discovered fields was not, in and of 
itself, an effective guaranty against the outbreak of competition. 

With this experience fresh in mind, Eoyal Dutch-Shell, Anglo- 
Persian Oil Co., Ltd., and Standard Oil Co. (New Jersey) sponsored 
many conferences and meetings during the early months of 1928. It 
appears that American interests took the lead in attempting to for- 
mulate an international working agreement.® 

Before any machinery for actual controls could be set up, a set of 
general principles and procedures had to be formulated which would 
be acceptable to practically all of the oil industry itself,® would 
avoid opposition by the various national governments involved,^ and 
could be effectively applied to the differing conditions prevailing in 
particular producing areas and consuming markets.® 

The burden of drafting such a document was undertaken by Walter 
C. Teagle, of Standard Oil Co. (New Jersey) ; Sir Henri W. A. Deterd- 
ing, of Royal Dutch-Shell; and Sir John Cadman, of Anglo-Persian 
Oil Co., Ltd. The actual work appears to have been done in England. 

How this document came to be known as the Achnacarry agree- 
ment was described in the trade press of the day, which quoted Mr. 
Teagle as having said: “ 

Sir John Cadman, head of the Anglo Persian Oil Co. and myself were guests of 
Sir Henri Doterding and Lady Detording at Achnacarry for the grouse shooting, 
and while the game was a primary object of the visit, the problem of the world’s 
petroleum industry naturally came in for a great deal of discussion. + * * 

Any attempt at regulation of overproduction of crude would obviously require 
cooperation of a vastly greater number and diversity of interests than were 
represented at Achnacarry Castle. 

[T'The document finally adopted bears the simple title Pool Asso- 
ciation and the date, September 17, 1928. It is more often referred 
to, however, as the “as is agreement of 1928” or the Achnacarry agree- 
ment. The document consists of three parts: a preliminary state- 
ment, a set of principles, and a combined declaration of “policy” and 
outline of procedure to be followed by participants in applying the 
principles. 

The preliminary statement consists of a series of paragraphs justi- 
fying the proposed control measures. The nature and scope of this 
part of the document, which may be regarded as the industry’s 
brief for controls, is indicated by the following key passages: 

Certain politician=i, with the support of a portion of the press, have endeavored 
to create in the public mind the opinion that the petroleum industry operates 

f/ The Oil and Gas Journal, Juno 19, 1927, p. 38, stated: "Now that tho differences of Royal Butch-Shell 
and Standard of New York have boon adjusted, the American companies have taken the load in bringing 
about. ^an intornationel accord on the subject of oil conservation and. supply.” 

, ® It is a cardinal fact of cartel economics that oven a small “fringo" of uncontrolled production or market 
supply may dls’rupt tho smooth operation of cartel controls by making them more beneficial to the fringe 
than to the participants. 

’ A plan to restrict production or divide markets which was fully sanctioned by law In some countries 
might bo condemned by law In others. 

8 A plan suitable to control of production In Persia or the Butch East Indies, where reserves and produc- 
tion were controlled hy a few interests, might be unworkable in the United States where control of reserves 
and production was so diverse as to make concerted private control of reserves and production difficult, 
especially in view of the prohibition of tho antitrusts acts. In refined products marketing, controls which 
were applicable in a market where there was no uncontrolled fringe of noncooperating suppliers might be 
unworkable in a market where even a small percentage of the total market supply was furnished by out- 
siders. 

• The Oil and Gas Journal, September 20, 1928, p. 40. 
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qlicy of greed and has itself initiated methods of wanton ex- 
contention is absolutely unjustified, ignoring as it does, the 
industry. 

on, the oil industry has looked forward with apprehension to 
ion and final exhaustion of its supplies of crude oil. The tem- 
f supplies that existed in certain countries during the Great 
iiituated this fear and caused vast sums of good money to be 
c and develop reserves in all parts of the world whore petroleum 
i^ared, as .well as in accumulating large reserve stocks above 
situation has changed. An adequate supply for a long time 
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otition has resulted in the tremendous overproduction of today, 
I Id the shut-in production amounts to approximately 60 percent 
actually going into consumption. 

^ ^ 

At, each large unit has tried to take care of its own overproduc- 
'.ncreaso its sales at the expense of someone else. The effect has 
mthor than constructive competition, resulting in much higher 


i|ndustry has not of late years earned a return on its investment 
it to continue to carry in the future the burden and rosponsi- 
n it in the public’s interest, and it would seem impossible that 
present conditions, are changed. Recognizing this, economies 
waste must be eliminated, the expensive duplication of facilities 
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ce by the units of their present volume of business and their 
future increases in consumption. 

acilities are amply sufficient to meet the present consumption 
ade available to producers on terms which shall be based on the 
•g for the use of these facilities an amount which shall be loss 
would hive cost such producer had he created these facilities 
pse, but not less than demonstrated cost to the owner of the 

ilitios to be added as are necessary to supply the public with its 
ents of petroleum products in the most efficient manner. The 
rbvaiiing of producers duplicating facilities to enable them to 
roducts regardless of the fact that such duplication is neither 
y consumption nor creates an increase in consumption should 

sliall retain the advantage of its geographical situation, it being 
e value of the basic products of uniform specifications are the 
of origin or shipment and that this gives to each producing area 
upplying consumption in the territory geographically tributary 
uld be retained by the production in that area, 
et of securing maximum efficiency and economy in transporta- 
be drawn from the nearest producing area. 

It that production is in excess of the consumption in its geo- 
jn such excess becomes surplus production which can only be 
' two ways; either the producer to shut in such surplus produc- 
a price which will make it competitive with production from 
lal area. 

.jsrests of the public as well as the petroleum industry will be 
discouragement of the adoption of any measures the effect of 
materially increase costs with consequent reduction in con- 


p 6, inclusive, cover points essential to a scheme of 
the pooling of industry resources. This was to be 
(1) accepting and maintaining as their share of the 


by 

“ Pool Association (Auhnacarry) agreement of September 17, 1928. 
n Ibid. ^ 
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industry the status quo of each member; (2) malting existing facilities 
available to competitors on a favorable basis, but at not less than 
actual cost to the owner of the facilities; (3) adding new facilities only 
as actually needed to supply increased requirements of consumers; 
(4) maintaining for each producing area the financial advantage of 
its geographical location; (5) drawing supplies from_ the nearest 
producing area; and (6) preventing any surplus production in a given 
geographical area from upsetting the* price structure in any other 
area. Point 7 gives a consumer-interest turn to the purpose of 
accomplishing savings and stabilizing the industry. 

Policy and 'procedural /provisions 

This part of the document covers nearly two-thirds of the 17 type- 
written pages constituting the agreement. It consists of 2 intro- 
'ductory paragraphs and 15 numbered policy and procedural para- 
graphs. The two introductory paragraphs clearly state its general 
purpose: 

If those principles are followed, the result will bo a stabilization of the world’s 
market outside of the United States do'mestic market which will be in the interest 
of all. 

To give effect to the above it will bo necessary for the groups to adopt a 
uniform policy, which in each country of production will have to be considered 
separately, based on the particular conditions existing in each such 
country. * * * 12 

The field oj cartel action . — The first of the policy and procedural 
paragraphs said that the first step would be the adoption of — 

An arrangement to cover all exports of petroleum and its products, with the 
exception of lubricating oils, paraffin wax, and specialty products, which shall be 
the subject of further consideration, and excepting all exports made to the United 
States. 

Specific statements limiting the stabilization envisaged to the world 
“market” outside the United States, and limiting the aOTeement’s 
operation to “all exports * * * excepting exports to the United 

States,” obviously were intended to exempt the cartel from the United 
States antitrust laws by declaring both the domestic market and export 
trade of the United States to bo economic and political areas not 
affected by the agreement. 

Nevertheless, the agreement necessarily affected both imports into 
and exports from the United States. In regard to the former, the 
agreement contemplated that all “groups” operating in countries out- 
side the United States would adhere to the agreement and be subject 
to principle I, covering “acceptance by the units of their present 
volume of business and their proportion of_ any future increase in 
consumption.” Application of this “as is” principle to the production 
of American companies in foreign countries automatically limited 
the quantity of foreign oil which they might produce and thereby 
limited the amount they might ship to the United States. 

In regard to the exports, machinery apparently designed to subject 
them to the principles of the Achnacarry agreement was established 
immediately. Two American export trade associations were set up 
within a few months after the Achnacarry agreement was formulated. 
The first was the Standard Oil Export Corp., formed in December 
1028, with a membership consisting of Standard Oil Co. (New Jersey) 

12 Ibid. [Italics added.] 

13 Ibid. [Italics added.] 
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and five subsidiary companies. The second was the Export Petroleum- 
Association, Inc., formed early in 1929 with a membership consisting 
of Sta,ndard Oil Export Corp., mentioned above, and 16 other Ameri- 
can oil companies interested in exporting petroleum products. This 
latter body brought all of the most important American international 
oil companies under a single _Webb-Pomercne export association. 

This association had the machinery to allocate among its members 
“as is” quotas similar to thoso'of the Achnacarry agreement. Liaison 
was established between the Export Association and the Achnacarry 
cartel through Standard Oil (New Jersey), which was a participant 
in both organhations. As will appear below, some members of the 
association atte tnpted to apply the Achnacarry principles to American 
export trade ir. spite of the formal exclusion of that trade which 
appears in the text of the Achnacarry agreement.** 

Quotas . — Policy and procedural paragraphs 2 to 6, inclusive, dealt' 
with the formulation of two types of quotas for the base period and 
subsequent yeafs, and set forth general rules for operation thereunder. 

The two typos of quotas covered, respectively, the performance of each 
group, first, in jach country, and, second, in all countries combined. 

Since some groups might undersell m some countries and oversell in 
others, a method of adjusting and equalizing performance was neces- 
sary if the performance in later years was to be so adjusted as to main- 
tain the propoitions fixed by the base period quotas. The general 
rules for determining quotas and adjusting the performance of the- 
groups m subsequent years were set out in procedural paragraph 2,. 
as follows: 

2. The proportion of the exports of each group to be ascertained on the following 
basis ; 

(а) The quantifies of each product the groups have delivered in each country 

during the period from to shall be added, 

and the proportion of each group’s deliveries of the total shall be ascertained for 
each product and each country. The proportion of the total deliveries of each 
product so ascertained for each group shall be the quota each group shall be entitled 
to supply of the tc tal imports of all groups in the country in question. 

(б) The percentage shall furthermore be ascertained which the total of each 
group’s deliveries :,n all countries bears for each product to the total of all of the 
groups’ deliveries. 

(c) If during an ^ 1 year the total of all the quantities supplied by a group as ■ 
under (a) is less tnan the quantity based on the group’s percentage of the total 
supplies of all groups as under (6), then the group shall have the right to offer- 
to the oversupplyiug groups the difference, and the oversupplying groups shall be 
obliged to purchase from the undersupplying group the quantity of a product so> 
offered in proportion to their oversupply, at the Gulf price basis.*® 

Briefly, the ])aragraphs quoted above embody the basis for de- 
termining and maintaining the “as is” position of the participating 
groups, both in individual countries and in the world market as a 
whole. Compliance with the “as is” principle was to be attained by 
all participants agreeing that if they were oversuppliers they would 
purchase from those who were undersuppliers. An example was- 

M For further dlsciisal >n of tho organization and operation of the two American export associations, see' 
p. 218 fT., below. ' 

Achnacarry agreomc nt of September 17, 1928. The copy of the agreement from which the above par. 2 
Is quoted contains no d( finitely specified base period upon which quotas were to be determined; however*' 
the first of the seven principles quoted onp. 200, above, required "the acceptanceby the units of their present 
volume of business." I:i accordance therewith, the base period used from the outset appears to have been 
the 1928 calendar year. This was the base period definitely specified in a subsequent agreement entitled 
'Memorandum for Eur< pean Markets," dated January 20, 1930, which was intended to implement some of 
the principles of the Ac inacarry agreement. (See p, 230, below.) 
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worked out in detail to show how, under conditions of changing market 
demand and volume of business done by different groups, the over-all 
“as is” status of all suppliers during the base period would be projected 
into the future. Thus, the maintenance of the “as is” status was to 
be tied to and maintained by purchases and sales within the group. 
These cartel transactions would bo made on the basis of prices at 
United States Gulf ports under a special cartel pricing system described 
below. 

Procedural paragraphs 3, 4, and 5 dealt with three possible con- 
tingencies under which an undersupplying group might not wish or 
might not be able to supply its full quota, and the procedure to be 
followed in filling these undersuppliod quotas. Paragraph 3 pro- 
vided that if any undorsupplying group did not offer to sell to over- 
suppliers, its right thereafter to do so would bo fm-foited. Paragraph 
4 dealt with the contingency of inability to supply for reasons beyond 
the control of the undersupplior. It provided that any group unable 
to supply its full quota by reason of force majeure, would forfeit its 
right to supply a ' quota proportion equal to the proportion of its 
undersupplies during the period of force majeure. It also provided 
that this forfeiture would continue after the force majeure ceased to 
exist for a period equal to the time during which the party was unable 
to supply. Finally, paragraph 5 dealt with the reallocation of the 
quota of an undersupplier who failed to supply its quotas under (a) of 
paragraph 2 for a period of 6 months for any reason other than force 
majeure. Such an undersupplier would forfeit its right to the extent 
that it undersuppliod, and this part of its quota would bo allotted 
to the other groups in proportion to thoir quotas. 

Principle No. 4 was a declaration that production should retain the 
advantage of its geographical situation “it being recognized that the 
value of the basic products of uniform specifications are the same at 
all points of origin or shipment.” This principle implies standardiza- 
tion of the basic products. Standardization of product of the type 
necessary to obtain this objective docs not appear to have existed in 
the industry. To correct this, paragraph 6 provided that the groups 
were “to agree on a standardization of quality for the various prod- 
ucts” with the added parenthetical note, “It will be necessary to 
work out detailed specifications therefor.” 

Pooling transportation facilities . — Policy and procedural paragraph 
11 dealt with the transportation of products shipped under the export 
quotas set up under the agreement. Each individual group was to 
have the right to transport its assigned quota to each destination in its 
own vessels if it so desired. If, however, it was unable to transport 
in its own vessels, or elected not to do so, then the association was to 
assign tonnage. To provide a working pool of tonnage subject to the 
cartel's control, the participating groups agreed to: 

* * * offer to the association [the cartoi’s administrative agency] any surplus 

tonnage they may have before chartering the same to outsiders, and the associa- 
tion shall have the first call on such tonnage provided it is willing to pay rates for 
same not below those which the group or groups can- obtain from others at the 
time.i^ 


16 “Group” was used In the agrooment to designate a company or group of aflUlatod companies, such as 
standard Oil Co. (New Jersey) and Its subsidiaries and afllliates, all of which participated in the agreement 
as a group. 

u Achnacarry agreement, procedural par. 11. ' 
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•8 Achnacarry agreom^t, procedural par. 11. 
Ibid., principle No. B. 

20 Ibid., principle No. 2. 

21 Ibid., principle No. p. 

22 Ibid., procedural 8. 

23 Ibid., procedural pEtf. 10. 

2* Ibid., procedural par. 8. 

28 Ibid., procedural par. 14. [Italics added.] 


Trom the other groups tonnage owned by them which they may 
ation at freight rates at which the association is able to charter 

■change of supplies . — In addition to the establishment of 
for the division of markets on an “as is” basis and the 
-nsportation pool, the Achnacarry agreement also pro- 
er elaborate method of exchanging oil supplies among 
tticipants. The principal purposes of this exchange 
supplies to each market from “the nearest producing 
y reducing transportation costs through the olimina- 
uling, and to minimize the tedency to erect duplicate 
dance of duplication was expected to result because 
, in thus exchanging oil supplies, wovdd tend thereby 
liher’s existing facilities, and would tend to limit the 
facilities to those “necessary to supply the public with 
([uirements of petroleum products in the most efficient 

acting exchange of supplies . — The method of effecting 
ixchange was designed as part of an over-all scheme for 
petroleum production of the participants to the agreo- 
embers agreed to make arrangements providing that 
would “maintain it quota of delivorios irrespective of 
and obligato itself to purchase from the groups 
its imports of petroleum products that fall under the 
rangoment.” “ This provision eliminated all pur- 
s from outsiders and made the cartel administrative 
source of supply for its members. It was further 
groups, acting through the administrative agency to 
“direct shipments to the geographically most favor- 
i.” 

to eliminate outside sources of supply and to route 
ically within the cartel was fortified by two other pro- 
st was that participants would not sell to outsiders at 
Irable than to cartel members.^^ The second envisaged 
that some participant might have a surplus over what 
under its quota, which it might wish to sell at prices 
posted by the cartel management. This possibility 
jthe provision that such a group: 

r same to the other groups at a price below that posted by the 
product or products in question. Each, of the groups shall 
i to purchase the quantities so offered, in proportion to their 
:rbup declines to so purchase, and the other bo willing to purchase 
:i|oup may purchase all of the quantities so offered. The quan- 
shall he supplied by the purchasing group or groups under this 
’ price against their quota.^^ 




osied ■ 


production was to be disposed of at low prices among 
jbers and under the cartel quota system, while sales 
to outside marketers by cartel members under their 
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quotas were never to be made at prices lower than those charged in 
intracartel sales and reciprocal exchanges. 

Intracartel pricing methods . — The pricing method adopted for intra- 
cartel sales and exchanges was designed both to reserve to the cartel 
members all cost savings resulting from the exchange of oil supplies 
and to give effect to principle No. 4 of the Achnacarry agreement, 
which declared “that the value of basic products of uniform specifi- 
cations are the same at all points of origin or shipment.” 

The participants agreed that the cartel administrative agency 
would prepare — ■ 

* * * for 6 months in advance, on the basis of current freight rates, statements 

of relative freight rates from each port of shipment to each port of import.^” 

These freight rate schedules were incorporated into the cartel pricing 
system as follows: 

Each group shall be paid f. o. b. port of shipment for each product on the basis 
of the Gulf price; or, if the goods are supplied c. i. f. port of import, the marketing 
organizations shall pay to each group this price plus the freight rates scheduled 
for the port of import under the statement prepared by the association. (Note. — 
The United States Gulf prices shall be the basis until further notice by the asso- 
ciation.) 

The agreement on freight rates was designed to stabilize this im- 
portant clement of petroleum prices. In each case in which a sale 
or exchange of supplies was made and a transportation charge was 
involved, the transportation charge was to be fixed by a rate schedule, 
made after due consideration of “current freight rates.” Once the 
cartel’s relative freight rates were fixed, they could not change for 6 
months, even though they ceased to reflect open market private 
charter rates. The observance of such arbitrary rates undoubtedly 
was facilitated by the fact that the participants owned outright, or 
controlled under long-term charters, the vessels in which their oil 
would normally be shipped. As stated above, the participants had 
also agreed to pool and place at the disposal of the cartel management 
any surplus tonnage which might arise. 

Thus in each transaction among the cartel members in which a 
transportation charge was involved, a stabilized charge was to apply. 
Since oil supplies were to bo directed to the “geographically most 
favorably situated area,” the applicable charge in each case was to 
be the freight charge determined in advance from the nearest port of 
shipment. It was further agreed that, until further notice from the 
cartel administrative body, the United States Gulf prices would be 
the “base price” at every port of shipment. 

The pricing method adopted for internal cartel use, therefore, 
provided for a uniform base price at every port of shipment plus an 
agreed freight rate in all applicable cases. Ttiis pricing method was to 
apply both to oil supplies exchanged so as to achieve economies for the 
benefit of the cartel members and to petroleum products sold among 
the cartel members in adjustment of over- and under- trading. Sales 
of surplus products among the cartel members, however, were to bo 
made “at a price below that posted by the association for the product 
or products in question.” 

Operation of the exchange and pricing system . — An example, bearing 
the same date as the Achnacarry agroomont, was worked out by the 
negotiators of that agreement to show how the combination of the 

“ Ibid., procedural par. H. 

« Ibid., procedural paragraph 13. 

*1 Ibid., procedural par. 14. 
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cartel pricing method with the reciprocal exchange of supplies would 
work to the advantage of each of the participants. The example is 
as follows : 

Let us assume AP [Anglo- Persian] is entitled to supply 100,000 tons, and this 
quantity is sliipj)ed from Persia to Italy instead of from Persia to tlie AP’s own 
marketing organization in Groat Britain, this marketing organization receiving 
instead 100,000 ions from the Shell from the U, S. Then, .assuming other figures, 
we would have the following picture; 

1. AP’s selling organization in Great Britain is supplied by the Shell with 
100,000 tons from the U. S., paying therefor to Shell 10 cents per gallon and 
20/-freight. 

2. AP’s selling organization realizes from the sale and delivery of these 100,000 
tons a return of £150,000, 

3. AP supplies to Italy 100,000 tons and receives therefor 10(5 per gallon and 
a freight rate of 18/- per ton. 

Then, AP has realized for its 100,000 tons of products a net return of £150,000, 
less local markoi ing expenses in Great Britain, less cost of Transportation from 
U. S. to Great Britain instead of realizing for this quantity £150,000 less the 
same marketing exjjenses and less cost of transportation from Persia to Great 
Britain. Conse(|uently AP saves the difference in cost between transportation 
from U. S. to Great Britain as against Transportation from Persia to Great 
Britain.2® 

The fact that AP’s marketing organization may have paid to the Shell a higher 
freight rate for he transportation of the 100,000 tons from the U. S. to Great 
Britain than sell cost does' not in the least change this, since AP will receive for 
the transportation from Persia to Italy a proportionately equally higher freight 
rate. Whatever excess it may have paid over self cost through its British mairket- 
ing organization for Atlantic maritime transportation to Great Britain will be 
returned to AP i>y the proportionately equally high excess over self cost AP will 
receive for the transportation from Persia to Italy. On the other hand, if the 
Shell sells through its Italian marketing organization the 100,000 tons of products 
supplied by AP to Italy then the Shell will realize for the 100,000 tons supplied to 
AP in Great Bri;ain the Italian price less the freight from Persia to Italy instead 
of the Italian pri je less the freight from the United States to Italy, thereby making 
an additional piofit by saving the difference in freight fiom Persia to Italy as 
against U. S. to Italy. 

The balancing of freight savings as between the two points of origin 
and the two destinations would obviously bo upset by any change 
in transportation rates. The stabilized schedules of freight rates, 
therefore, assured to each party that the freight savings resulting from 
the reciprocal yxchango of supplies would bo equitably divided between 
them. Furth3rmore, the use of a common base price (United States 
Gulf price), irrespective of the source of supply, assured to each 
participant uniform base prices for its petroleum products at each 
port of shipmimt irrespective of its costs of production. 

Cartel versui' world 'pricing methods .- — -The way in which the freight 
savings to be achieved by the reciprocal exchange of supplies would 
be reserved eiitirely for the benefit of the cartel members becomes 
clear in a comparison of cartel pricing with world pricing methods. 

The pricing method for intracartel transactions was a modified multi- 
ple basing poiat system having the following elements: (1) each port 
■of shipment v^as designated a basing point; (2) United States Gulf 
port published prices were designated as base prices to prevail at 
each basing point until further notice; (3) freight rate schedules were 
prepared showing “relative freight rates from each port of shipinent 
to each port of import” and (4) “standardization of quality for various 
products” was declared to be a cartel objective. 

In contrast to this pricing method for internal caadel transactions, 
the world pricing method up to World War II, as shown in chapter 

Italics in the orig nal. 
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10 of this report, was a single basing point system including the fol- 
lowing elements: (1) the common recognition of the United States 
Oulf as the single, governing basing point; (2) the common observance 
■of the United States Gulf price, as the starting point in the determi- 
nation of the delivered price; (3) the common use of standard adjust- 
ments for differences in quality; and (4) the common use of standard 
tanker charges from the United. States Gulf to ports of destination to 
be added to the basing point priced® The common acceptance of this 
pricing method by aU parties in world trade resulted in a uniform 
delivered price in each market.®* 

The Gulf-plus pricing system was a structure within which the 
framers of the Achnacarry agreement could achieve and reserve to 
themselves substantial economies. Under Gulf-plus, prices in world 
I markets were fixed at the level of prices at the United States Gulf 

plus standard freight charges from the United States Gulf to consum- 
mg markets. So long as the United States, or even the United States 
and Caribbean areas, were the world’s principal sources of crude, it 
was to nobody’s advantage to undercut the Gulf -plus price in any 
foreign market unless the undercutter was willing to risk a price war — - 
a war which the dominant American companies, because of their 
size and location, would probably win. 

_ During the 10 years from 1919 to 1928, however, increased produc- 
tion of crude oil, especially in the United States, Venezuela, Russia, 
Rumania, Iran, and Netherlands East Indies changed the condition of 
the petroleum market from one of anticipated shortage to what the 
preamble to the Achnacarry agreement described as “tremendous 
overproduction * * *.”32 

»» See p. 352. 

»■ The use of the Gulf-pfus method of priclnR actually vras not now In the ludustry. In fact, most of the 
■ oil comoanics had long priced their products In this manner, whenover It had been to their advantage to 
do so. In defense of their system of pricing. Industry representatives have frequently attached much im- 
portance to the distant origin of Gulf-plus pricing os a “natural” competitive development, dating from the 
early days when tho United States was the world’s principal source of both orudo and refined petroleum 
produots. 

The tact that a given system of pricing has long been In'use, however, does not necessarily mean that It 
•originated from thefrceplay of competitive forces. It must be romom bored that from about 1882 to tho sec- 
ond Standard Oil dissolution in 1911, tho original Standard Oil Trust (1882-02), and its successor. Standard 

011 Co. (New Jersey) had occupied a virtual monopoly position In both domestic and world trade. (See 
Report of tho Commissioner of Oorpor.ations on tho retroloura Industry, pt. 1, Position of tho Standard 
on Oo. In the Petroleum Industry (1007) , eh. II, pp. 48-91.) As a result of tho 1911 dissolution order, Stand- 
■ard Oil Co. (New Jersey) distributed Its entire stockholdings In 33 subsidiary and afflllated companies. 

The stock, however, was distributed pro rata to Its own stockholders. Hence, although, as a result of the 

» dissolution Standard Oil Co. (New Jersey) ceased to be a holding company, the successor firms wore owned 

’by the same Interests which had owned tho trust— a circumstance which was not likely to give rise to Im- 
mediate vigorous competition among thorn. 

The development of tho Gulf-plus basing point system was faollltatod by the continued cohoslveness of 
the Standard companies, coupled with tho tact that tho A morloan oil oorapanlee, ns a group, still continued 
to account for tho bulk of tho world supply, particularly after the discovery of the mldcontlnont and south- 
^ western fields. . 

•1 According to DoOolyer and McNaughton, op. dt., pp. 23 to 29, the Increases lor the six countries named, 

■and tor the world, during tho years from 1919 to 1928, were as follows; 


Producing area 

1919 

1928 

Percent 

increase 


Million 

barrels 

378, 367 
425 

31,752 1 
6,618 
10, 139 
15, 608 

Million 
barrels 
901,474 ! 
105, 749 
84. 745 
30, 773 
43,461 
32, 118 

138.0 
24, 782. 1 

106.2 
364.9 
328. 7 

107.1 







442, 809 
113, 066 

1, 198. 320 
120, 424 

170.6 

11,8 



665, 876 

1,324,744 

138.3 
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38 See p. 220. 

Achnacarry agree; 
35 Ibid., procedural 


use of the Gulf-plus pricing system under these 
ions afforded an unusual opportunity to the framers 
c^rry agreement. According to leaders of the oil in- 
" nited States was producing at increasing costs by 
reserves and by use of stripping operations in its 
ower fields,®® United States domestic production in 
ijided to be high-cost as compared with the flush pro- 
ezuela and the areas in the Middle East then being 
the Gulf port prices reflected these higher costs of 
output, their use as the base price “values” for the 
g regions had the effect of basing the export trade 
^h-cost production. 

ate, while market prices thi-oughout the world Wore 
a “Gulf-plus” basis, a modified multiple-basing-point 
up for intracartel transactions. Through the recip- 
of supplies, the cartel members would each receive 
from production centers freightwise most advanta- 
with respect to consuming markets. As shown in the 
file” cited above, the savings in transportation costs 
[the reciprocal exchange of supplies were to be reserved 
embers as an “additional profit.” The cartel program 
rengthened by the provisions requirmg the participants 
applies only from cartel members, to sell supplies to 
their quotas at prices not lower than those charged 
|organizations of the cartel members, and to sell surplus 
ve the quotas only to cartel members for resale under 

'll of the agreement .- — Reference has been made to the 
fement or administrative agency, which was referred to 
nt as “ an association” or “the association.” Its general 
lembership were, described in the following words: 


iical carrying out of the arrangement the groups will form an 
1. shall be managed by a working representative of each group, 
shall have the right to recall at any time its representative, re- 
inother.®^ 


iaily, the “association” was to make the arrangements 
,rry out the objectives of the agreement: 


n shall make arrangements with the marketing organizations 
group or by each member of each group and/or with the parent 
h J.VO agreements with marketng organizations, such arrangements 
»ch marketing organization shall maintain its quota of deliveries 
source of supply and obligato itself to purchase from the groups 
imports of petroleum products that fall under the arrange- 


To this end, each marketing organization was to report its expected 
demand for each ijroduct. The association was to — 

ate itself to supply the demand of the marketing organizations 
ind dciiver to others in the countries in which the marketing 
israte at prices below those quoted at the time to the marketing 


ment, procedural par. 7. 

-. 8 . 
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The association was to perform the central statistical and sales- 
management functions necessary to carry out the cartel’s objectives. 

To this end the agreement provided that the association: 

1. Would inform the groups as far in advance as possible and keep 
them currently informed of the total demand for the various products 
it would need to supply the marketing organizations.”® 

2. Would allocate to each group its quota of each product, and direct 
shipments to the geographically most favorably located areas.”^ 

3. Would administer the pool of member-controlled surplus trans- 

M portation facilities provided for in the agreement, and furnish from 

this pool, or from outside tonnage which the association might find it 
necessary to charter, transportation facilities for any products that 
the members might elect not to transport in their own ships.”® 

♦ 4. Would prepare for 6-month periods in advance, schedules of 
relative freight rates from each port of shipment, or basing point, to 
each port of import involved in the agreement.”® 

5. Would post the base prices applicable at each port of shipment.^® 

6. Would request and receive from all members, as soon as possible 
after January 31 of each association year, scaled bids covering — 

* * * 3 percent of the association’s total demand of two grades of gasoline 

during the preceding year. * * * The. bids shall be opened on the first 

business day after the term for the submission expired and the award shall be 
given to the group offering the total quantities demanded of stipulated qualities 
at the lowest price. In ascertaining the price the quantities of each quality shall 
be multiplied by the price submitted and the group offering the lowest total of 
such additions shall receive the award. The other groups shall then purchase 
from such group the quantities offered in proportion to their quota.'" 

The two grades for which bids were requested were to be those “of 
which the association’s demand was the largest during the preceding 
year.” The quantities awarded were to bo delivered in cargo lots, 
m about equal quantities monthly during the ensuing year beginning 
in May, and no award was to bo made “unless at least one group 
offered duririg the prescribed time all the quantities of each quality 
demanded.” 

Although the purpose of these scaled bids was not specifically 
stated, it would appear 'that they wore designed to provide a means of 
disposing of surpluses within the cartel. In other words, this instru- 
^ ment of sealed bids appeared to give effect to a preceding paragraph 

in the agreement which provided that if any group had a surplus of 
any product and desired to sell such surplus over and above the quan- 
tities which it was entitled to. supply under its quotas, it would offer 

• such surplus “to the other groups at a price below that quoted by the 
association for the product or products in question.”’^” 

Briefly, then, the association, managed by one representative of 
each participating group, was to act as the administrative head of the 
proposed cartel. As such, it would make all necessary subsidiary 
arrangements and agreements, and act as the cartel’s quota-making, 

8^ Ibid., procedural par. 0. 

8^ Ibid., procedural par. 10. 

88 Ibid., procedural par. 11. 

88 Ibid., procedural par, 12. 

<8 Ibid., procedural par. 13. 

« Ibid., procedural par. No. 15, 

^2 Ibid., procedural par. No. 14. 
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.tations of the Achnacarry agreement 
Achnacarry agroeniont was worked out after lengthy 
vrhich not only the Big Three but other interests partiei- 
hough it was specific in laying down certain pro- 
ed to be more of a statement of things hoped for than a 
e for their attainment in particular markets, 
m stemmed from its failuro to cover the entire potro- 
Thus, the regulation of quotas for export covered only 
keting operations which would have to be regulated in 
lish the “as is” objectives. The number of interests 
ipate might not include all those necessary to assure 
of exports into particular markets. Also the number 
unpetitors willing to adhere to the agreement and co- 
utaining “as is” quotas in one consuming area might be. 
from those willing to cooperate in other markets, 
as likelihood of an outside fringe of uncontrolled com- 
p and marketers that might disrupt the price structure 
jrkets. The maintenance of the “as is” quotas necessi- 
of such outside competition either by agreement or 

pse limitations, the Achnacarry agreement is probably 
^d as a constitution, or charter, which, in broad terms, 

! principles, objectives, and procediu*es for market 
■S such, it left many detailed arrangements to be 
its participants both among themselves and with 
, or through whom, they sold their products in par- 
Lg markets. 

jmpts wore made to put the Aohnacarry agreement 
encountered difficulties. Legal counsel for Standard 
srsoy), in submitting a copy of the agreement to the 
(lommission, stated that there were no papers in the 
indicating when the Achnacarry agreement was 
further, that the association which was to be formed 
agreement “was never formed, and that the export 
as described in the document, was never carried out.” 
le, however, _ acknowledged that the implementation 
seven principles set out in the Achnacarry agreement 
to of a series of agreements dealing with individual 
its negotiated during the ensuing 8 years. In other 
rs that the principles set forth in the Achnacarrv 
iriuod to bo regpdod as a controlling declaration of 
s in the formulation of subsequent agreements relating 
markets, while the procedures for attaining those 
went considerable modification. 


WORLD PROPOSALS OF THE AMERICAN PETROLEUM INSTITUTE 


'Uno the major oil companies wore engaged in drawing 
ry agreement, the petroleum industry began a cam- 
production in the name of “conservation.” 
this campaign began when extensive drilling for new 
nited States had resulted in now production sufficient 
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to allay fears of an impending shortage. Thereafter, domestic produc- 
tion continued to increase to a peak in 1929.*® As production in- 
creased, the oil companies and the United States Government turned 
their attention from the discovery of new domestic reserves to the 
conservation of those already proved and in production. To this end 
the President created the Federal Oil Conservation Board by Execu- 
tive order late in 1924.** Congressional legislation respecting the 
Board’s operations was limited to appropriations to cover the expense 
of the studies, the object of which was to recommend methods of 
conservation. 

From 1924 to 1928, American petroleum interests cooperated with 
the Oil Conservation Board in a series of research projects to develop 
more efficient methods of production and conservation of oil. Among 
the proposals put forth jointly by the industry and the Board were 
recommendations for control of production from flush producing fields. 

This was done as part of an oil-conservation movement which the 
industry characterized in 1945 as “effective and * * * jjj 

operation in the United States.”*® The conservation controls so 
described are those embodied in the system of proration of production 
through interstate compacts. 

Coordination of United States conservation with cartel objectives 

At one time an effort was made to expand the American conserva- 
tion pattern into a world-wide movement. The effort was spear- 
headed by the American Petroleum Institute, which called — 

a conference of representatives of the larger producing companies * * ♦ at 

New York for informal discussion of the entire problem.^® 

This conference took place on July 30, 1928, antedating the formula- 
tion of the Achnacarry agreement by about 6 weeks and: 

Discussion concerned the too rapid development of the fertile oil fields of South 
America, and a committee was appointed to make a general survey of the situation. 
Matters assumed a world-wide aspect when in August representatives of American, 
British, and Dutch oil companies discussed various phases of the subject abroad.” 

In December 1928, Sir John Cadman of Anglo-Persian Oil Co., 
addressing a meeting of the American Petroleum Institute, emphasized 
that “economic cooperation” would solve the industry’s problems. 
Three months later the American Petroleum Institute appointed a 
Committee on World Production and Consumption of Petroleum and 
Its Products, with a membership of about 80 representatives of oil 
companies producing in the United States and South America. On 
February 25, 1929, the Federal Oil Conservation Board issued a report 
in which it pointed out that the United States was “exhausting its 
petroleum reserves at a dangerous rate,” and recommended not only 
cooperation in the development of foreign oil fields, such as those of 
Mexico and South America, but also larger imports to reduce the 
depletion rate of the United States.*® 

« United States production increased quite steadily from 355,928,000 barrels in 1018 to 732,407,000 barrels 
Jn 1023, and thereafter continued to grow at a somewhat similar rate to 1,007,323,000 barrels in 1929 (De 
Golyer & McNaughton, op. cit., p. 28). ^ , *.rxr -r i. • j i-i 

« The Federal Oil Conservation Board consisted of the Secretaries of W ar, Navy, Interior, and Commerce, 

« American Petroleum Interests in Foreign Countries, op. cit., p. 308. 

40 Ibid., p, 308. 

4^ Ibid., pp. 308-309, 

48 Ibid., p. 309. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



_ I 

Approved For Re ease 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

212 t:sb international petroleum cartel 

Three weeks later on March 15, 1929, the first control plan of the 
American Petroleum Institute’s Committee on World Production and 
Consumption o f Petroleum and Its Products was presented at a meeting 
in Houston, Tex., attended by both Federal and State Government 
representatives, as well as industry representatives. The committee 
recommended that 1928 production of crude oil in the United States 
should be considered as peak requirements for 1929 and subsequent 
years, proposing in effect that average production in future years be 
held to the 1£28 level. The committee also recommended that a 
permanent organization be set up in the Petroleum Institute for 
continuing study of conservation and proper production and use of pe- 
troleum products, both in the United States and in foreign countries.^® 

There is a st'ilring similarity between this recommendation and the 
“as is” quota jjrovisions of the Achnacarry agreement, for under the 
latter 1928 was also to be the base year for subsequent international 
quotas set up to implement its prmciples. One dissimilarity, how- 
ever, is to bo noted; namely, that the conservation recommendations 
for the United States would permit no increased production over that 
of 1928, whereas the .A.chnacarry agreement contemplated increases 
in production to cover increased world consumption. If United 
States production could be held rigidly to the 1928 level there would, 
of course, be no “surplus” production available for export to trouble 
the cartel. Thus the proposed American conservation control plan 
would have had the effect of plugging the loophole which, for legal 
reasons, had been left in the cartel agreement by the deliberate ex- 
clusion of the domestic market of the United States and imports 
into the Unitec. States.'*® 

The conservation plan was promptly approved by the American 
Petroleum Insiitute on March 27, 1929. The proposal apparently 
had the full s xpport of the leading foreign producers. When the 
committee’s re(»mmendations were before the institute for approval, 
representatives of both Eoyal Dutch-Shell and Anglo-Persian Oil 
Co. were present, and Sir Henri Deterding of Eoyal Dutch-Shell 
took a prominent part in the discussions centering around the world 
oil situation.*® Sir Henri, in particular, is reported to have offered 
100-percent cooperation in foreign fields.*^ 

The Federal Oil Conservation Board, which had been kept fully 
informed of the nature of the plan, was aware that its presentation 
would raise questions as to the Board’s authority to approve such a 
proposal. Accordingly, on March 20, 1929, 5 days after the commit- 
tee recommendations had been formulated in Houston and 7 days 
before they W(5re approved by the American Petroleum Institute, 
Chairman Willur of the Federal Oil Conservation Board sent a letter 
to Attorney General Mitchell requesting legal advice on the proposed 
plan. According to the Attorney General’s reply dated March 29, 

1929, the quesnions submitted covered: 

* * * whether the Federal Oil Conservation Board has power to approve 

the proposed agrjement and what, if any, effect such approval might have in 
relieving the part es to the proposed agreement from .the operation of the acts of 
Congress forbidding agreements in restraint of interstate commerce. You also 

Ibid., p. 309. 

** Introduction to principles in the Achnacarry agreement. 

The Oil and Gas Journal, July 11, 1929, p. 39; the Petroleum Times, London, March 20, 1929, p. 643. 

United States Dail;7, April 14, 1929; New York Journal of Commerce, March 28, 1929; and American 
Petroleum Interests in^Foreign Countries, op. cit., p. 309. 
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inquire whether the proposed agreement would violate the antitrust laws of the 
United States.® 

After reviewing the conditions under which the Oil Conservation 
Board had been created by Executive order and taking note of the 
fact that congressional action had boon limited to the appropriation 
of funds for its expenses, the Attorney General stated in unqualified 
terms that Congress had not given the Board “any power to grant 
to any persons immunity from the antitrust laws,” and that the Board 
had “no authority to approve any action which is contrary to an act 
of Congress or to the antitrust laws of any State.” The Attorney 
General stated further that, on the record — 

The proceedings of the American Petroleum Institute indicate that the purpose 
of submitting the proposed agreement to the Federal Oil Conservation Board for 
approval is to obtain a sanction from the Federal Government which may operate 
to make the parties to the agroomont immune from the operation of the antitrust 
laws.® 

The institute’s plan was submitted to the Oil Conservation Board 
on April 3, 1929. Chairman Wilbur followed the advice of the At- 
torney General by notifying the institute on April 8, 1929, that the 
Board had no legal authority to regulate drilling and production and 
that the sole authority for such action rested with the States. He 
suggested renewed discussion “with the State authorities of the three 
or four principal oil-producing States, particularly to learn if it is not 
possible for them to enter upon an interstate compact under the pro- 
visions of the Constitution authorizing such compacts to which the 
Federal Government, through congressional action, would be a 
party.” This actually became the procedure by which the domestic 
petroleum industry, in cooperation with the Fedoral Oil Conservation 
Board and State authorities, subsequently worked out the domestic 
proration controls that are still in effect. 

Operation under interstate compact 

The stated objective of proration in the United States has always 
been conservation,'* i. e., obtaining the maximum total yield of oil 
from each producing field. Valid technological considerations 
indicate that this objective is best achieved by operating each field 
as a unit in such a manner as to maintain the natural hydrostatic and 
gas pressures necessary to assure maximum total recovery. Proration 
for conservation alone involves only the limitation of production in 
each field to those allowables which will maintain those pressures, 
regardless of the price at which the oil can bo sold. 

In actual practice, however, the definition of “conservation” used by 
the oil industry has always combined this technological objective of a 
maximum total recovery with the market objective of regulating 
production in order to stabilize prices. Even before there were any 
State compacts, the quotas suggested by the representatives of the 
industry or by the advisory committee acting for the Oil Conservation 
Board wore designed to attain the market as well as the technological 

** American Petroleum Interests In Foreign Countries, op. olt., p. 310. 

«> Ibid., p. 310. 

Ibid., p. 310, 

Testimony of E. O. Thompson, member of the Texas Railroad Commission, TNEC hearings, pt. 15 
(1930), p. 8221. '■ 
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objectives.®® Lai' 
legislation for 
the large oil con[i 
meant market s 
committee (1934) 
mittee of Standaxi 


.er when Congress was being asked to enact enabling 
interstate oil compacts, various representatives of 
panies indicated that to them conservation mainly 
iabilization. Thus in hearings before the Cole sub- 
Mr. W. S. Farish, chairman of the executive com- 
d Oil Co. (New Jersey) testified as follows: 


Mr. WoLVEETON 
Buch legislation [to 
Mr. Paeish;. The| 
and stabilization of 
mean practically th|e 


And what is the underlying thought you have that makes 
Authorize interstate compacts] advisable? 
underlying thought covered is the whole idea of conservation 
the industry which to my mind are synonymous terms; they 
same thing (p. 698). 


Similarly, Mr. 
Continental Oil 


Edward T. Wilson of Denver, Colo,, ex-president of 
stated: 


Co 


Mr. Mapes. Novf, 
is desirable for the 
the oil? 

Mr. Wilson. ThAt is my, personal opinion (p. 341). 


then, that means in effect that you believe that legislation 
burpose of stabilizing the industry rather than for conserving 


Mr. H. P. Sind: 
solidated Oil Corp 


Mr. WoLVEETON, 
it thereby stabilizcs| 
Mr. SlNCLAIE. I 
Mr. WoLVEETON 
for curtailment by 
Mr. Sinclair. I f 
Mr. W'OLVEETON 
Mr. Sinclair. I 


Is it not your opinion that when you curtail production that 
the industry, which includes the price structure? 
fvould say so: yes. 

And is not that the real reason why the oil industry has asked 
he State or the Federal Government? 
vould say that is one of the reasons. 

In fact that is the chief reason, is it not? 

Ivould agree with you about that (p. 2545). 


Representative! 
proposed logislatij 

The purpose of 
the price of petrolcil 
profit (p. 1461). 

Tho basic mot 
under the intorsi 
the Temporary I 

1. Preparation: 
of a monthly fo: 
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3. Each State 
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In 1939, the T 
intensive investigi 
States had been 


Ini 




TOl. 


5® Testimony of W. S, 
and Foreign Commerce, 
procedure was being follov| 
States Statutes at Large, 
Inmoscd in 1932 were; 

Crude petroleum and fu( 1 
pavaflln and petroleum wac 
TNEC hearings, pt. W 
pt. 16, pp. 8239-8240, testink< 


air, chairman of the executive committee of Con- 
of Now York, replied to questions as follows: 


Marland of Oklahoma testifying in. support of the 
on stated: 


interstate compact — real purpose, of course — is to advance 
im and its products so that petroleum may be produced at a 

ilod of proration of domestic production developed 
.ate oil compacts, as described in testimony before 
lational Economic Committee in 1939, includes: 
by the Bureau of Mines of the Interior Department 
•ecast of the total quantity of domestic crude oil 
expected imports, will supply the quantity of crude 
fuel products estimated to bo needed for domestic 
iring tho ensuing month. 

ities follow these estimates in determining the total 
ion for their respective States, 

Authority then allocates its total allowable production 
iroducing fields and wells within its political juris- 


emporary National Economic Committee made an 
ation to determine whether or not proration by the 
ijtsed for the purpose of influencing prices. Evidence 


,rish In hearings bcfo.re a subcommittee of tho House Committee on Interstate 
Id Cong., on H. Res. 441 (Colo subcommittee, 1934). p. 083. Also, while this 
ofi, a tariff was imposed in 1932 on both crude oil and refined products (United 
47 pt. 1 (1931-33), p. 259, title IV, sec. 601, par. C. (4)). Tho tariff rates as 


oils, ono-half cent per gallon; gasoline and other motor fuel, 2H cents per gallon; 
products, 1 cent per pound. ’ 

(1939) , pp. 9683-9603, testimony of Alfred G. White of tho Bui’eau of Mines, and 
lony of E. O. Thompson of the Texas Railroad Commission. 
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developed before the TNEC clearly indicates that the industry 
understood the principal purpose of curtailment of production imposed 
by the Texas Railroad Commission to be the maintenance of crude oil 
prices.^® Thus, Mr. W. S. Farish, testifying in general terms on 
October 24, 1939, stated: 

Now I am going on to the price thing. I say unhesitatingly that price has 
influenced the proration authorities, there isn’t any argument about that. The 
record is so clear that it would be stupid to say it hadn't, and they have been 
influenced by price. It is quite natural.*® 

"Wion questioned about an order of the Texas Railroad Commission 
which shut down certain Texas wells for 2 weeks in Aimust 1939, 
following a reduction of 20 cents per barrel in the price of East Texas 
crude posted by the Humble and Sinclair companies, E. O. Thompson 
of the Texas Railroad Commission stated: 


We have boon shutting down, as I told you, 2 days a week, sometimc.s 3, and 
sometimes 2 weeks at a time. A cutting of price came, and we promptly shut 
down 2 or 3 days afterward.™ 

Mr. Thompson defended these shut-downs as a necessary conser- 
vation measure to prevent the plugging and loss of production of 
thousands of stripper wells in Texas which, he said, could not afford 
to operate at a well price below $1 per barrel. He maintained that 
the effect on price was “purely incidental; like all price reactions are 
incidental to this proration business.” Later, however, he con- 
nected past effort under proration with the working off of stocks of 
crude oil in storage above ground and summarized the reasons for fur- 
ther restrictive action as follows: 


It [the out] affected our people, and here is what made us indignant about it. ^ 
Through the years we have boon working off these surplus stocks. The industry 
has been saying through the years that there was too much oil above ground 
We all produced heavily in 1930 and 1937, with the result that there was 310,000,- 
000 barrels, of oil above ground in storage; it was increasing. Throughout the 
whole economy of the trade overhanging stocks were condemned as being wasteful 
because it costs about 20 cents a barrel to store oil per year, and it has been 
demonstrated in many hearings, testified to many times before our commission, 
that the lighter ends evaporate, so wo have boon trying to reduce stocks above 
ground and have reduced them materially through the last 2 years. They are 
down now to about 232,000,000 barrels in stocks. When stocks were at the‘ 
lowest ebb, the lowest in 18 years, consumption was at an all-time high. It 
didn t seem fair that there should be a cut in price. It gave pause to everyone 
who was working for the conservation effort. 

The Chairman. Did you think that cut in price was an improper cut? 

Mr. Thompson. I have said that stocks were low and consumption was high 
(I'fid if there was anything to the theory of balancing supply and demand when stocks 
are low and demand is high you should not have declining values.’^ 


Immediately after Texas ordered its shut-down, a special meeting 
of the Interstate Compact Commission was called at the suggestion 
of the Governors of Kansas and Oldahoma.®® The Interstate Com- 
pact Comrnission consisted of the Governors, or their designated 
representatives, of the States that wore cooperating under the inter- 
state oil compact. At this meeting the effects of the proposed price 
reduction on stripper wells wore discussed and a resolution was 
adopted to the effect that each State would handle its own production 


■' Testiinony of E O. Thompson, TNEC hearings, pt. 15, pp. S225 et seq., and Staton ont prepared by 
Carl A. Orowloy, TNEC hearings, pt. 14, pp. 7004-7610. 

TNEC hearings, pt. 16. p. 9793. 

«»Ibid., o. 8230. i 

« Ibid., pp. 8226 and 8230-8231. 

** Ibid., p. 8237. [Italics added.] 

•» These States were Texas, Now Mexico, Kansas, Oklahoma, Arkansas, and Louisiana. 
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problems in it4 own way.“* O. C. Bailey, chairman of the Arkansas 

Oil and Gas 

roproscntativei 
Andreas, State 
tion Commissio: 


(pommission, testified that following this meeting the 
of the various States stopped production,'’® and A. 
geologist and member of the New Mexico Conserva- 
n, stated that in New Mexico — ■ 


We hoped by closing all in that the price cut would be restored.®' 

As shown in the TNEC hearings, the history of East Texas prices 
from the begiiWng of the efforts by the “compact” States to reduce 
petroleum stocks was as follows: 
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E. O. Thompson, 
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“Governor Ratner 
slon, and asked me to 
Phillips In Oklahoma 
“The meeting wes c 
custom. Then a dised: 
Mexico, in which cacq 
the price of oil should 
“I told them that wi 
the State of Texas ha 6 
until the period of ovo 
called a hearing for Au gi 
“it was decided then 
handle its own prodtei 
adjourned. 

“This is as com plot 5 
Texas had already sht i 
tion over and each St i 
vostigation; Hearings 
House of Represent^ti’ 
68 Petroleum Investji 
S3 Ibid., p. 1179. 
sf TNEC hearings, 

68 See also testimon 
Final Report of t1 
pursuant to S. Res. 2(1 


be seen, prices under proration were advanced during 
1937, followed, however, during the latter part of the 
dime. At that time “hot oil” was apparently being pro- 
of prorated allowables and sold to independent refiners 
an the posted prices quoted above. In fact, it appears 
joposed by Humble and Sinclair was designed to reduce 
for East Texas to what “hot oil” was selling for. The 
edby the “compact” States in 1939, plus the failure of 
is to follow, appears to have nullified the proposed cut 
^led prices remaining unchanged.®® 

^ enhancing prices in the name of conservation, as illus- 
1939 shut-down, has generally remained unchanged, 
r the TNEC investigation the Senate Small Business 
jits final report on oil supply and distribution problems, 
t— 


ment regulates the supply, the tendency of monopoly to increase 
,ry is intensified. 

[regard to the effects of proration, the committee stated: 


_anism controlling the production of crude oil to market demand 
jperates as smoothly and effectively as the finest watch. During 


Mthc Toxas Railroad Commission, -who was then ciiairnian of the Interstate Oil Com- 
^ ibod this mcetinK as follows in a statemont filed with tlie Golo suboommittee in 1040: 

J 'd Oovernor Phillips of Oklahoma, called me, as chairman of the compact ooramis- 
ill a rhccting of the compact, which I did at their roqticst, in the offloo of Governor 
ity, Okla. • * • , . , . . , 

ened by myself, by calling tor order and having the entire compact read, as is our 
ssion was started, State by State, starting with Kansas, then Oklahoma, then New 
State spoke of the tragic oflect it would have upon their strlppor-wcll production if 
bo cut. 

as a situation upon which the compact could not, in my opinion, take any action, but 
f already acted and had shut down such wells as could be closed down without injury 
OTsupply was over; and, that coincident with shutting down wells in Texas, we had 
^ nst 28, at which time a further check on the storage situation would be token. 

1 , at my suggestion, that a resolution bo passed to the effect that each State would 
tion problems in its own way under its own statutes. Whereupon the meeting 


a description of the mooting as could bo had. I called the meeting. I told them 
t down. I did not urge any other State to shut down. Wo simply talked the situa* 
te made its own announcement ns to what it intended to do.” (See rctroloum In- 
, Before a Subcommittee of the Committee on Interstate and Foreign Commerce, 
ves, 76th Cong., 3d sess. on H. Res. 290 and H. R. 7372, pt. 4, pp. 2102-2103.) 
gation: Hearings, op. cit., pt. 3, p. 1043. 

it. 14, pp. 757S and 7589-7591. 

> of E. 0. Thompson, TNEC hearings, pt. 15, pp. 8238-8239. 

no Special Committee to Studv Problems of American Small Business, U. S. Senate, 

I, 80 th Cong., S. Rept. 25, 81st Cong., 1st sess., p. 28, 
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the year and a half the committee has been investigating the oil industry, there 
never has boon a real over-all shortage of petroleum. Price increases on crude oil 
have been frequent and substantial, going from $1.25 per barrel at the end of 
1945 to $2.65 per barrel in the spring of 1947, with several companies posting $3 
per barrel as this report is written. At the time the consumers word feeling the 
greatest pinch in January and February 1947, there were 220,000,000 barrels of 
crude oil in storage, mainly controlled by the larger units, which could have been 
distributed among independent .refiners who wore running under capacity. But 
the controlled economy existing in the oil industry needs an absolute balance of 
supply and demand because it does not contemplate drawing on stocks. When 
the Bureau of Mines through their monthly forecast of demand underestimated 
the demand by close to 2 percent for each of the years 1946 and 1947, the spot 
shortages followed as night the day. The mechanism was wound too tight. 
Independent refiners could not take more oil out of their own w^ells because of 
State proration laws, and the integrated companies would not allow them to take 
their crude oil' except by a processing or tiod-in sales agreement. Those out off 
of supply by independent refiners or by integrated units desiring to favor one 
customer over another were suffering, and in turn their customer accounts wer? 
without oil. A truly competitive system based only on real conservation, practices, 
could not possibly have held the flow of oil so close to market demand. 

The oil-control policies in effect in the United States consist of a series of State 
and Federal statutes, recommendations of committees made up of intcgrated-oil- 
company economists and recommendations as to market demand made by the 
Bureau of Mines of the Department of the Interior. No single item is in itself 
controlling; taken together they form a perfect pattern of monopolistic control 
over oil production and the distribution thereof among refiners and distributors, 
and ultimately the price paid by the public.™ 

This conclusion of the Senate Small Business Committee in 1949 
reveals how well one of the principal objectives of the Achnacarry 
agreement of 1928 had boon attained. Under the Achnacarry agree- 
ment the Big Three international oil companies had agreed — ■ 

To the extent that production is in excess of the consumption in its geographical 
area, then such excess becomes surplus production which can only be dealt with . 
in one of two ways: either the producer to shut in such surplus production or offer 
it at a price which will make it competitive with production from another geo- 
graphical area.’* 

In 1946, P. II. Frankol, writing with a background of more than 
20 years of study and experience in the oil industry^ in countries on 
both sides of the Atlantic, summarized the connection between the 
conservation program in the United States and the industry’s efforts 
to stabilize world production and prices as follows; 

There can be little doubt that the American counterparts of this international 
set-up were “conservation” and “proration” as wo knew them in the “thirties.” 
* * * What mattered most, apart from the aspect of technology, where sound 

arguftient scorned to support it, was the fact that only with a certain degree of 
production control could the United States bo fitted into the world-wide structure 
of the oil industry. Conservation was the missing link which had to bo forged.’'^ 

Also an American observer, commenting in 1949 on the industry’s 
hope of maintaining world prices while finding a market for increasing 
Middle East production, stated: 

Involved in the apparent strategy to hold prices, however, is the ability to 
prevent an excess of crude-oil production in Texas and Venezuela, while at the 
same time expanding the output of the Middle East. Although the cost of pro- 
ducing crude oil abroad is much loss than in the United States, there is the chance 
that imports at the present rate may not have a decided influence on prices of any 
products except heavy fuel oil. This is contingent upon the ability of the regu- 
latory bodies of the oil-producing States to hold production in check so that a 
large proportion of the excess foreign production may be absorbed here untiljit 
can be marketed advantageously outside the United States.™ 


Ibid., p. 13. 

n Achnacarry agreement, principle No. 6. 
u frankel, The Essentials ot Petroleum, op. olt., pp. 116-117. 

« J. H. Carmical, Oil Industry Scon in Price Quandary, New York Times, January 36, 1049. 
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prevention of waste in the use of oil as an exhaust- 
ource is a desirable economic objective, the facts sur- 
itiation of the conservation movement in the United 
history of its subsequent operation are such as to 
e that the prevention of waste is not the only motive 
ihport of the movement by international oil interests, 
was urged by the industry, not at the time when it 
inent exhaustion of domestic reserves, but during a 
od when the discovery of new fields had created an 
sju-plus in the United States. Moreover, the detailed 
proposed conservation plan and the subsequent ro- 
of proration as operated under State compact fitted 
the world-wide “as is” agreement of the 1930's by 
States flush production and thereby tending to 
aintain published Gulf prices which were the base 
IS used in determining world prices. Today these 
be no loss important to the industry as a means of 
:ces in the United States and other markets of the 
.arket is found m the United States and clsewhoro for 
’ Middle East production. 

.t the geographical location of flush production has 
United States becoming an importing nation. Yet 
of the industry proration still is the means of balanc- 
^ demand in the United States in such a way as to 
Erankel’s conclusion “that the United States price 
high-cost producer — was maintained with the assist- 
on if you like, of low-cost producers who, at the same 
pcordance with their own interest” appears to fit 
ell as it does the 1930’s. 


UNITED STATES PETROLEUM EXPORT ASSOCIATIONS 


to 


launching the conservation movement, the American 
dlso sought to implement the Achnacarry agreement 
•mation under the Webb-Pomcrene Export Trade Act 
r^de organizations, known respectively as the Standard 
and the Export Petroleum Association, Inc. 
noted that the Achnacarry agreement was finally 
adopted on September 17, 1928. Standard Oil Export 
rporated only 2 months later, on November 26, 1928, 
itroleum Association, Inc., was incorporated 1 month 
January 4, 1929, with Standard Oil Co. (New Jersey) 
n 5 an active part in its formation and Standard Oil 
becoming a charter member. 


\port Corp. 

e two export associations. Standard Oil Export Corp., 
centralize control over the export activities of Stand- 
iw Jersey). The corporation, which according to its 
corporation, was formed to engage solely in export 
idzed with a total of 100 shares of no-par voting com- 


The Essentials of P^roleum, op. cit., p. 117. 
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mon stock. These shares were issued to four companies in the Stand- 
ard Oil (Now Jersey) group, as follows: 

Shares 

standard Oil Co. of New .Jersey 40 

Standard Oil Co. of Louisiana 25 

Humble Oil & Refining Co-- 30 

Carter Oil Co 7 5 


Total 7 ----1 100 


On December 13, 1928, the corporation’s board of directors author- 
ized the execution of marketing agroomonts with each of the above 
companies designated as “member companies.’’ Those agreements 
were executed promptly, and on December 18, 1928, the corporation 
filed its first report as a Webb Act association. 

T^hese agreements provided that Standard Oil Export Corp. would 
engage solely in export trade and the member companies would — 

* * * make no offer, sales, or deliveries in export trade except through, to, or 

by the corporation, or in such manner as the corporation shall from time to time 
•determine as regards prices, terms, and conditions of sale. 

Those member contracts were for an indefinite period, but were 
terminable after 1 year’s notice. Any disagreement between a 
member and the corporation was to bo resolved by vote of the cor- 
poration’s board of directors. The corporation’s organization and 
■operating expenses wore to be assessed against the member companies 
in proportion to the quantities exported or sold for export by the 
member companies. All other expenses wore to bo assessed against 
member companies in accordance with the number of shares owned 
by each. 

Limitations of Standard Oil Export Corp.’s authority.— Standard 
Oil Export Corp. had no corporate connections with American com- 
panies outside the Standard (Now Jersey) group and made no con- 
tracts to represent other American interests. It served two purpos^ 
in the export trade of Standard Oil Co. (Now Jersey).^® First, it 
established a single centralized corporate control over the export 
trading activities of the parent company’s principal producing and 
exporting subsidiaries. Second, as the corporate agency exorcising 
this control, it coordinated its activities with the requirements of the 
international agreements entered into by the parent company. That 
it actually assumed the parent company’s responsibilities under those 
freemen ts is indicated by its reply to an inquiry of the Federal 
Trade Commission on June 19, 1929: 

* * * the “Corporation” haa conducted negotiations with certain foreign 

companies, as permitted by the Webb Act, in an effort to assure the maintenance 
of the export trade of the “Corporation.” As a result of these negotiations, the 
“Corporation” haa a verbal understanding with these foreign companies whereby 
it is recognized by such foreign companies that the member companies have 
heretofore built up over a period of years a large export trade in petroleum 
products which the “Corporation” and its members companies are entitled to 
maintain. 

Standard Oil Export Corp.’s position in international trade was 
strengthened about a year later by its acquisition of Anglo-American 
Oil Co., Ltd. Since 1911, this company had functioned in England 
as a formally independent refiner and marketer of petroleum products, 

w For clarity herein, the parent Standard Oil Co., a New Jersey corporation, is referred to as Standard 
Oil Co. (New Jersey) to distinguish it from its subsidiary, Standard Oil Co. of Now Jersey, which is a 
Delaware corporation. 
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hich it purchased from Standard Oil Co. (Now Jersey) 
I action of Standard Oil Export Corp. in purchasing 
Oil Co., Ltd., was directly related, on the one hand, 
3 of the Exjiort Petroleum Association in pricing and 
d States exports of petroleum, and on the other to 
' petroleum in Great Britain and other areas in which 
Oil Co., Ltd., operated.” 

i Association, Inc. 

1928, 3 months before the Export Petroleum Associa- 
ncorporated, a tentative plan for its formation was 
i Federal Trade Commission by C. 0. Swain, general 
ard Oil Co. (New Jersey) and Gilbert H. Montague, 
rganizatibn and operation of both the Standard Oil 
,nd the Export Petroleum Association, Inc. The 
the plan stated that: 

all the possible economies in the conduct of its foreign business 
petroleum industry hope to overcome the handicaps which 
y and.progressively to inhere in its position in the world trade, 
h costs of production in the United States is superimposed a 
5 competition among the various American units for position 
i unriccessary duplication of marketing facilities, unnatural 
supplies and other uneconomic burdens upon the cost of dis- 


The nature and purpose of the association, as stated by its cer- 
tificate of incorf oration, were set forth as follows: 

To engage sololj in export trade, as the term “export trade” is defined in 
the act of Congress entitled “An Act to promote export trade, and for other 
purposes, approved April 10, 1918, commonly known as the Webb Act 
and any and all acA amendatory thereof or supplementary thereto, and in coni 
nection wffh such export trade to do any and all things necessary or incidental 
thereto * * *_ 


The associatic 
organization wit 
par value. The 
nominees of men 
association. On 

Anglo-Amo.rlcan Oil 
of which Standard Oil C 
Court’s decision of May I 
!ngs in these subsidiaries 
separate edroorate entity, 
it purchased large (luant 
Kingdom and North Afr 
charter to permit the issi 
severally as to both par v: 
Oorp. Final acquisition 
of 764,935 shares ($76, 493, ( 
$i00 par value preferred s 
on Juno 28, 1935, Standar 
formerly owned by Hum 
to the Export Corp.’s ou 
entire issue of preferred v 

S tandard Oil Export 
the prices and terms fixe 
continued to sell to Angl< 
The separate corporate or 
In the United States and 
The latter took title to p 
the Anglo-American com 
entity. After Standard ' 
Interests were in a posltk 
and its foreign subsidiarii 
Jersey) In 1911, 

Moreover, the acquisiti 
United Kingdom that it 
executives of Standard O 
coduros of Achnacarry ag 
In the distribution of "as 


:ii was established as a nonprofit cooperative service 
;h an authorized capital stock of 100 shares without 
’SC shares were to be issued to members, or to the 
libers, who executed membership agreements with the 
ily one share was to he issued to each member, and 

3o. wa.? organized in England in 1888. It was one of the thirtv-odd subsidiaries 
. 0 . (New Jersey) was required to divest itself under the United States Supreme 
( > 1911. Divestiture was accomplished by Standard Oil Co. distributing its hold- 
to its own stockholdors. Thus, Anglo-American Oil Co., Ltd., became a legally 
, but continued to bo allied closely in interest with the Standard group, from which 
; tics m crude oil and refined products which it marketed mainly in the United 
ca. To acquire this former subsidiary, Standard Oil Export Corp. amended its 
nance of 5 percent nonvoting preferred stock which was- guaranteed jointly and 
ilue and cumulative dividends by the member companies of Standard Oil Export 
^ >f Anglo-American's total outstanding stock.was completed in 1930 by the issuance 
iOO par value) of Standard Oil Export Corp.’s preferred stock, on the basis of one 
shares of £1 pai’- value Anglo-American ordinary stock. Later, 
\ Jersey) acquired the voting shares of Standard Oil Export Corn. 

)lc Oil & Refining Go., and assumed Uumblc’s incidental guarantee with respect 
itstandmg nonvoting preferred. On June 30, 1936, Standard Oil Export Corp.’s 
called at $110 per share. Moody's Industrials, 1933, p. 292; and 1936, p 2570* 
^orp. was bound by its rnembership in Export Petroleum Association to observe 
51 by that a^oc^tion. On this basis, Standard Oil Co. (New Jersey) interests 
(-American Oil Co., Ltd., as their principal British outlet exactly as in the past. 

• tity, however, drew a boundary line between the export corporation’s oporationa 
I the operation of its American-controlled British subsidiary in foreign markets. 

> ’oducts exported from the United States on delivery to the ship. Beyond this 
operated on its own account in the United Kingdom as a separate legal 
ju Export Corp. acquired control of Anglo-American. Standard (New Jersey) 

: n to exercise closer control over the operations of the Anglo-American company 
(!S than had existed at any time since the dissolution of Standard Oil Co. (New 

i on gave Standard Oil Co. (Now .Jersey) a controlled marketing company in the 
puld direct and depend upon to carry out the commitments made by the chief 
)ll Co. (New Jersey) respecting the observance of the *'as is” principles and pro- 
: -cement, particularly with respect to pricing problems and other matters arising 
Is” quotas in the United Kingdom. 
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the shares so issued were not assignable or transferable except with 
previous consent of the association’s board of directors. In case of 
default or breach of contract by any member company, the board of 
directors might, by resolution adopted with the assent of two-thirds 
of the directors, declare the member’s agreement terminated. The 
cancellation of any member’s agreement also required that the cer- 
tificate of stock standing in the member’s name bo also canceled and 
the stock returned to the association. 

Membership and terms of membership agreements . — In accordance 
with these charter provisions, membership agreements were promptly 
executed by the association and 15 American oil companies, including 
the Standard Oil Export Corp. One additional member joined in 
1929 and one in 1930, to make a total membership of 17 companies, 
as follows: 


Atlantic Refining Co. 

Citios Service Co. 
Continental Oil Co. 

Gulf Refining Co. 

Maryland Oil Co. 

Pure Oil Co. 

Richfield Oil Co. 

Shell-Union Oil Corp. 
Sinclair Consolidated Oil Co. 


Standard Oil Co. of California 
Standard Oil Co. (Indiana) 
Standard Oil Co. of New York 
Standard Oil Export Corp. 
Texas Corp., The 
Tidewater-Associated Oil Co. 
Union Oil Co. of California 
Vacuum Oil Co. 


In defining the rights and duties of the parties, the membership 
agreement said, only that “* * * the member company shall be 

governed by and shall carry into effect” with respect to “all offerings, 
sales, or deliveries in or for export trade hereafter made by, for, or in 
behalf of the member company” all determinations that wore made 
by (a) the association’s export price committee with respect to prices; 
(6) the association’s quota committee with respect to export quotas, 
and; (c) the association’s general committee \vith respect to “all other 
conditions and details of all offerings, sales, or deliveries in or for 
export trade.” 

Those provisions wore supported by the association’s bylaws, which 
required the board of directors to delegate absolute authority to those 
three committees to determine the association’s pricing and operating 
policies and procedures. The members, in turn, agreed to abide by 
the decisions of those throe committees in all export operations, 
whether actually by the members themselves, or by their agents, or 
through the association. ' 

The decisions of each of the committees wore to be by unanimous 
consent of all members of the committee. Each of these committees 
consisted of one representative of each contracting member company. 
Thus, all actions of the association, except those dealing with assess- 
ments, dissolution, and election of officers, could be blocked by the 
dissent of a single member. This unanimous-consent rule slowed down 
the association’s operations and contributed powerfully to its ultimate 
collapse.'’® 

As a result of the affiliation of Standard Oil Export Corp. as one of 
the charter members of the Export Petroleum Association, the wide- 


7a In reporting to the Fcdoral Trade Oommissionon May 27, 1929, the vice president and general counsel 
for Export Petroleum Association, Inc., stated that — 

“This association rule was the only basis on which the member companies were willing to enter the asso- 
ciation. 

“Among the association constituent member companies there are examples of each and every known 
variety of exporter in the entire American export trade la petroleum and potroloum products. 

* , * * * * * * 

“This association rule, however, inevitably involves great delay in action by the association on any sub- 
ject whatsoever, and that Is why the association has not made faster progress.” 
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ns of Standard interests were intermingled with the 
fe export association. Similarly, Royal Dutch-Shell 
through the membership of Shell Union Oil Corp., 
bsidiary. 

n took its first responsibility for the export activities 
j)n January 18, 1929, on which date it appears to have 
tion over export sales of gasoline and kerosene. The 
lates that it proposed to assume jurisdiction over its 
Mes’ export sales of crude oil on April 9, 1929.^® 
f^y the association . — Before the export association could 
n it was necessary for its price, quota, and general 
rive at determinations in their respective fields. Just 
jactions on these subjects were actually taken is not 
ji.pril 2, 1929, the export price committee issued a 
Determination Effective January 18, 1929, as 
endments Effective March 30, 1929, and amendment 
2, 1929.” This document fixed the export prices 
bf gasoline and two grades of kerosene — 


'Ad 


U' 


In bulk f. o. b. 
in cash on date. of| 
beyond 60 days, pri 


Prices at Norjt' 
per gallon over 
to bo at Gulf pi 
compared with 
March 30, 1929 
were made to n 
against nonmer 
Prices for gas 
to points east' 
fornia’s actual 
Dominion of CA 


be bclo-w the oqui 
making proper allb 


These provisib 
with Gulf ports 
association as 
meet the Gulf 
shipment to 
and enjoying 
advantage.®^ 


th. 


thqs. 


If® The statistical report 
over crude oil exports in if 
80 The prices fixed wcije 


Gasoline: 

40 to 46 perceni 
26 to 30 porcem 
25 to 30 pcrcoiii 
U. S. Navy___ 

Kerosine (export p 
1929, so as to rea<i 
Water white, 
Prime white. 

Shipment, s of Califoj 
handled somewhat differ 
would apply if and when| 
price competition— were 
alfforentlal, plus a “f^ir 


44 


S. Gulf, shipments within 60 days, and payments to be made 
shipment, otherwise cost of financing to be added in full. If 
ice prevailing date of shipment.®" 


,h Atlantic ports were to bear a differential of K cent 
Gulf prices except on shipments to France, which were 
■fices plus actual freight differential from Gulf ports as 
North Atlantic ports. An amendment, effective 
added 1 cent per gallon to port prices when sales 
onmembor buyers, thus establishing a price handicap 
inbcr exporters buying from members, 
oline and kerosene f. o. b. California ]3orts for shipment 
f the Panama Canal were to be Gulf prices less Cali- 
eight disadvantage. Shipments from California to the 
nada and west coast of South America were not to — 


yalent of the * * * Gulf prices for similar products after 

•■wance for transportation costs, etc. 

ns indicate the use of a system of basing-point pricing, 
as the basing point and Gulf port prices fixed by the 
e base prices. California producers were required to 
[prices in all destination areas, absorbing freight on 
c areas where Gulf shippers had a freight advantage 
antom freight in those areas where they had the 
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of the association for 1929 indicated that the association exercised some control 
J^929; but its 1930 report covered only kerosene and gasolmc. 
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Icos effective Jan. 18, 1929, were raised, by amendments effective Mar. c 
' as follows) : 

API plus 21 color 


8H 

- - - 7H 

>i*nia oil to Pacific Ocean destinations west of California, however, were to be 
utoutly. For such shipments it was provided that Gulf-plus basing-point pricing 
' the prices in those markets— some of which had apparently boon characterized by 
Jso ^‘corrected" as to yield the Gulf prices plus the “established” transportation 
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Efforts to obtain adherence of western independent producers. — Control 
of American exports by the export association was difficult without the 
cooperation of independent producers, refiners, and exporters. In 
order to bring the western independent firms into the fold, negotia- 
tions were carried on with the Western Petroleum Refiners Associa- 
tion.®^ The result of these negotiations was a draft, dated May 9, 
1929, of a “Plan and agreement dated as of May 1, 1929, for a proposed 
Western Petroleum Refiners Export Bureau,” consisting of members 
of Western Petroleum Refiners Association. Members would con- 
tract with the bureau for a period of 8 months from May 1 to Decem- 
ber 3.1, 1929, during which time they would agree to make offerings, 
sales, or deliveries of gasoline and kerosene for export only to or through 
the bureau — 

* * * in such manner and in such proportions as shall be satisfactory to 

Export Petroleum Association. 

As the quid pro quo the Export Petroleum Association would endeavor 
to purchase kerosene and gasoline from the Bureau. The quantities 
to bo purchased were to be determined in part: 

* * * by quantities which Western Petroleum Refiners Export Bureau 

desires to sell during the period of proposed contract, it being understood that 
Export Petroleum Association, Inc., will endeavor to purchase quantities equal to 
quantities purchased by all of Export Petroleum Association, Inc.’s member com- 
panies from all of Western Petroleum Refiners Association members during the 
last 8 months of 1928. 

Orders covering such purchases were to be placed by the Export 
Petroleum Association with the Bureau, which, in turn, would allocate 
them among its members in proportion to the quantities made avail- 
able to the Bureau by its members, “* * * having duo regard for 

particular conditions affecting particular Bureau members and partic- 
ular member companies of Export Petroleum Association, Inc.” 
Bureau members were to fill orders so allocated and payments were 
to “be made direct by Export Petroleum Association, Inc.’s, member 
company handling shipment.” 

This arrangement wont beyond the commercial relationship previ- 
ously prevailing between individual rriembers of Petroleum Export 
Association and individual independent producers. Under the pro- 
posed arrangement. Bureau members were to export exclusively 
through the Bureau, which, in turn, was to find a market for its exports 
exclusively through the Export Petroleum Association. Leakage of 
products to outsiders would have been effectively blocked. Together 
with the 1 cent per gallon price handicap, this exclusive dealing 
arrangement would have practically closed the market to nonmember 
exporters. So far as the record shows, this arrangement was never 
put into effect. 

Final collapse off Export Petroleum Association efforts. — ^The proposal 
to form the Western Petroleum Export Bureau was only one of a 
number of efforts made to set up a working organization. These 
efforts continued throughout 1929 and 1930 under the direction of 
Gilbert Montague, vice president and general counsel. During these 
years no president or treasurer was elected, and officially the work of 
the association was carried on entirely by Mr. Montague and the board 
of directors, consisting of one representative from each of the con- 

82 Western Petroleum Refiners Association, with headquarters In Tulsa, Ofcla., appears to have had a 
membership of approximately 00, consisting mainly of Independent refiners In the mWcontinent field. ’ 
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tracting membBrs. No further products were brought under the 
association’s co atrol, and its operations respecting kerosene, gasoline, 
and crude oil appear to have been carried on under mounting handi- 
caps. Export j trices were fixed by the association, but with increasing 
difficulty owing to the “unanimous consent” rule. The quota com- 
mittee^ attempt 3d to establish export quotas for its members, based 
on their export performance in 1928, but it, likewise, experienced the 
same problem. In the meantime it appears that some of the members 
tried to base thpir 1929 export performance on their percentage ratios 
of 1928.®^ apparently means that they were attempting to 

operate individually in accordance with the Achnacarry agreement. 

A year later, Mr. Montague reported on June 30, 1930, that the 
association was still in its formative and experimental stage and that — ■ 

The chief obstacles encountered by the association are those inherent in working 
out a program, foi cooperation in export trade which will be sati.sfactory to the 
diverse interests o: the 16 member companies of the association. 

The association continued to operate in a limited way until Novem- 
ber 7, 1930, wl en its export price schedules were canceled. There- 
after it became inactive and remained dormant until it was formally 
dissolved in June 1936. 

Proportions of United States total exports controlled by Webb Act asso- 
ciations 

The influence of the two associations on United States petroleum 
exports is reflected in the following table, which is based on incom- 
plete statistical reports made by the Standard Oil Export Corp. 
and the Export Petroleum Association for the years 1929-36. 

Table 13. — Combined exports of Standard Oil Export Corp. and Export Petroleum 
Association, Inc., compared loiih total exports of petroleum and its products from 
the United Stated, 19^9-36 


Year 

Standard 0 i] 
Export Oorp. 
total exports 

Export Petro- 
leum Associa- 
tion (for mem- 
bers other than 
Standard Oil 
Export Corp.) 

Total Stand- 
ard Oil Export 
Corp. and Ex- 
port Petroleum 
Association 

Total United 
States exports 
(pc^trolcum 
and its 
products) 1 

Percent by 
Export Petro- 
leum Associa- 
tion and 
Standard Oil 
Export Corp. 

1929 

$140, 240, 000 

$111,000, 000 

$251, 240, 000 

$661, 191, 000 

44.8 

1930 

113, 185, 000 

2 99, 605, 000 

212, 790, 000 

494, 339; 000 

43.1 

1931 

67, 943, 000 

0 

57, 943. 000 

270. 500, 000 

21.4 

1932 

44, 195, 000 


44, 195, 000 

208, 381,000 

21.2 

1933 

33, 400, 000 

w 

33, 400, 000 

200, 016, 000 

16.7 

1934 

41, 500, 000 

w 

41, 500, 000 

227,637,000 

18.2 

1935 - 

37, 500, 000 

0) 

37, 500, 000 

250, 326, 000 

15.0 

1936 - 

<19,000, 000 

m 

19, 000, 000 

263, 149,000 

5 14.2 


1 Source: Commerce f nd Navigation. 

* Estimated as same i roportion of Export rctrolcum Association's total as in 1929. 

8 Export Petroleum Association inactive. 

* 6 months, January 1 to Juno 31. 

* Assuming exports oi last half equal those of first half of the year. 

Source: Reports of Stan^tord Oil Export Corp, and Export Petroleum Association to the Ecdoral Trade 
Commission. 
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t to the Federal Trade Commission explained that— 

obstacles, and conflicting interests have delayed the association in establishing 
m’s constituent member companies, so that each of the association’s constituent 
)'W taking as much of the association's total export trade as such member company 
CO schedules adopted by the association effective .January 18 and April 9, 1929. 
now a committee actively engaged in compiling data to enable the association to 
! the association’s constituent member conipanies in the association's total export 

on’s constituent member companies, believing that these quotas when adopted will 
ratios established by 1928 experience, have voluntarily tried to maintain their 1929 
; trade In approxinratcly the above ratios. * * *” 
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The maximum degree of control exorcised by the Webb Act associa- 
tions was reached in 1929, when nearly 45 percent of the total value 
of all United States petroleum exports, were made by these two 
organizations. With the collapse of the Export Petroleum Associa- 
tion, the degree of control fell sharply. The proportion controlled 
by Standard Oil Export Corp. also decreased steadily from 21.3 
percent in 1931 to less than 15 percent in 1936. Thus it appears 
that the movement to establish effective single control over American 
export trade was a failure. 

Foreign influence in Export Petroleum Association operations 

The reason most frequently assigned for the collapse of the Export 
Petroleum Association was the inability of the American interests 
to agree on prices through unanimous action by the price committee. 
There is evidence, however, that at least as early as August 1929, 
the question of the propriety of a price increase proposed by the 
association was the subject of discussion among international interests 
meeting in London. Trade press reports of the time indicate that 
any difference of views among American interests constituting the 
asspeiation was also shared by foreign interests. The July 13, 1929, 
issue of The Petroleum Times (London) stated that opinions for and 
against the association’s proposed price increase: 

* * * have boon so much at variance that the matter has been referred back 

to the export-price committee for further considera.tion. It is reported that whilst 
the Standard interests favor an immediate increase in price, an equally important 
.section with Royal Dutch and Shell interests Is against such a m'ove on the grounds 
that it would be contrary to good business practice to raise prices in the face of 
the current continual increase in production. * * 

The Petroleum Times reported, further, that Royal Dutch-Shel'^ 
interests opposed the proposed price increase on the Mounds that 
curtailment of crude production had broken down in America, and 
that a price increase would create distrust of the American oil industry 
in European consuming markets.®® A little later, the same trade 
magazine reported that the question whether Export Petroleum 
Association, Inc., should increase its prices was discussed further at a 
secret oil conference in London in August 1929.®® Thereafter, the 
association found it increasingly difficult to obtain agreement on 
export prices because of disagreement both within and outside its 
membership. This situation continued for more than a year,, until 
its price schedules wore finally canceled. 

Thus it appears that the breakdown of the Export Petroleum Asso- 
ciation stemmed from the inability of foreign and American interests 
to agree on American export prices. Dissent by a foreign company, 
expressed through its American subsidiary, could effectively block the 
unanimous price action necessary under the association’s unanimous- 
consent rule. Royal Dutch-Shell was in a position to make its opposi- 
tion effective through the membership of its subsidiary. Shell Union 
Oil Corp. Wlio cast the dissenting vote or votes is not known, but it 
is apparent that the dissent was based on the objections of British and 
Rwal Dutch-Shell interests expressed in London. 

The two principal reasons assigned in the foreign press for the objec- 
tions by foreign interests were (1) that curtailment of crude production 
had broken down in America, and (2) that it would not be good busi- 

Poti'olourli Times, London, July 13, 1929, p. 47. 

86 Ibid., July 20, 1929, p. 132. 

88 Ibid., August 10, 1929, p. 239. 
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'.carry agreement ; 

information appearmg in the foreign press suggesting 
•jn between the export associations and the movement 
orld oil trade, the Federal Trade Commission asked 
Petroleum Association and Standard Oil Export 
lation regarding their relations with foreign interests, 
ited that it had “ verbal understandings” under which 
companies” agreed to respect the volume which mem- 
\d in 1 928, plus the normal increase. 

May 1929_, Export Petroleum Association described 
its negotiations as being to insure the “as is” position 
i world trade, and described that position practically 
f the Aclmacarry agreement.®^ Standard Oil Export 
stated by letter in June 1929 that it had such an 
Ath certain unnamed “foreign companies” in con- 
ch it agreed not to expand its export trade beyond 
jme of its member companies, plus the normal 


these communications, the Chairman of the Federal 
bn, on July 2, 1929, pointed out to both Webb Act 
it was not the purpose of the Webb Act to allow 
ibine with foreign producers or distributors to the 
luction and trade in the United States, and expressed 
opinion — ■ 

rstandings or agreements with foreign companies entered into 
are of doubtful legality, since a limitation of exports to the 
country and abroad, may result in a corresponding limitation 
a restriction of the free flow of trade in interstate and foreign 
‘ion of the Sherman Act, the Federal Trade Commission Act, 
iff Act., 


mmt to the Commission on this point was as lollows; 

main purpose is to protect and assure the export trade previously liandled by the 
nembor oompanlos, steps have been taken in behalf of the association, as per- 
n negotiations and in conferences with foreign producers and foreign distributors 
IS ociatlon. In the effort to assure to the association, as against foreign producers, a 
r al to that previously handled by the association’s constituent member companies 
ether words, to insure that, as permitted by the Webb Act, the 'as Is’ position, 
ios established by the 1928 performanoe, shall as nearly as possible be maintained 
i nd petroleum products exported from all countries of production (excepting all 
.Slates) and as regards all petroleum and petroleum products dlstrlbatcd In foreign 

3orp. stated; 

to the operations of the corporation, you are advised that the primary purpose of 
It and assure the export trade previously handled by the corporation’s constituent 
'i this purpose In mind, the corporation has conducted negotiations with certain 
itted by the W ebb Act, In an effort to assure the maintenance ol the export trade 
I esult of thc'sc negotiations, the corporation has a verbal understajiding with these 
* y It is recognized by such foreign companies that the member companies have 
period of years a large export trade In petroleum products which the corporation 
! are entitled to maintain. The volume of export trade of tho corporation, which 
,ve agreed to respect, is the volume which tho member companies had in 1028, 
In order to be assured of maintaining Its position In tho export trade, the eor- 
itlwll! not expand its export trade beyond the 1928 volume of Its member companies 
tohe-c such expansion would result In depriving those foreign competitors of the 
ign markets which they enjoyed in 1928, plus the normal Increase thereof.” 
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In reply, C. T. White, secretary of Standard Oil Export Corp., took 
the position that his company hpd not entered into any combination 
with foreign producers to the detriment of trade and production in 
the United States, or which would restrict the trade of competitors 
exporting from the United States.®® On the contrary, he defended 
the understandings as an attempt carried out under the provisions of 
the Webb Act to assure maintenance of the volume of A.merican 
export trade in the face of competition from lower-cost foreign oil.®” 
Later, on October 14, 1929, the Commission again asked each of the 
Webb Act associations whether it had taken any further action in 
the matter of agreements with foreign producers or distributors. 
The Export Petroleum Association replied that it had no agreements 
with any foreign producers or distributors, and Standard Oil Export 
Corp.’s secretary stated that 

this company has taken no further action in the matter of agreements with 
foreign producers or distributors since the report contained in my letter of 
June 19, 1929. 

Thus, in America, the observance of the “as is” principle was pre- 
sented as an effort under the Webb Act to maintain and increase Amer- 
ican export trade. In foreign circles, however, where loss official 
secrecy surrounded the cartel’s methods and objectives, the “as is” 
principle was regarded as the basis for dividing world markets-, re- 
stricting world production, and thereby enhancing prices; and Export 
Petroleum Association was regarded as one of the instruments of iin- 
plementing the “as is” principle. This point of view was described in 
The Economist (London) as follows: 

As far as marketing is concerned, international cooperation is not only possible, 
but it is being increasingly extended. This is due to the fact that the interna- 
tional oil export trade is largely in the hands of three groups — Standard Oil, 
Royal Dutch-Shell, and Anglo-Persian. At the end of last year the Standard 
OifCo. of New Jersey took the load in forming tho American Oil Exporters Asso- 
ciation, of which every American oil company of importance is now a member. 
This association fixes tho prices at which oil products can be exported from 
American ports. Representatives of tho association conferred this year with 
representatives of tho Royal Dutch-Shell and Anglo-Persian groups, and agreed 
upon a division of territories in the European markets. An example of the 
effectiveness of international cooperation in oil marketing is Great Britain, where 
the three groups — Shell, Anglo-Persian, and Standard Oil of Now Jersey, which is. 
now taking over complete control of its subsidiary, Anglo-American Oil — have not 
only agreed upon selling prices and the number of pump installations, but have 
secured an agreement with tho Russian Oil Trust fixing its proportion of the 
British trade. The stability of petrol and other refined oil prices in the British, 
European, and Eastern markets is tho measure of tho cooperation between Royal 
Dutch-Shell, Burmah Oil, and Anglo-Persian on the one hand and the Standard 
Oil companies on the o ther.®' 

»• The provisions of the Webb Act In this respect arc as follows; 

“Sec. 2. That nothing contained in tho Act entitled ‘An Act to protect trade and commerce agairust un- 
lawful restraint and monopolies,' approved July second, eighteen hundred and iilnoty, shall bo construed 
as declaring to bo illegal an association entered Into for the sole purpose of engaging In export trade and ac- 
tually engaged solely in such export trade, or an agreement made or act done in the course of export trado by 
sucTl association, provided such association, agreement, or act Is not in restraint of trado within tho United 
States, and is not in restraint of tho export trade of any domostio competitor of such association: And pro- 
Med further, That such association does not, either in the United States or elsewhere, enter into any agree- 
ment, understanding, or conspiracy, or do any act which axtlflcally or intentionally enhances or depresses 
prices within tho United States of commodities of the class exported by such association, or which substan- 
tially lessens competition within the United States or otherwise restrains trade therein.” 

»« Standard Oil Export Corp.’s understanding with foreign oil companies was described as: 

“ • • » an effort to assure the raaintcnanco of tho volume of export trade of the corporation in the face of 
conditions existing fn the world oil situation which threaten to dimini, sh seriously tho volume of export trade 
of this corporation unless some method is found to carry 'out the understanding. Since crude potroloura 
and products derived therefrom are produced abroad at much loss than tlio cost thereof in this country, 
some agreement with foreign, oil companies is necessary in order that American companies may maintain 
their position in export trade. Without some such understanding as Standard Oil Export Corporation 
is trying to work out under tho provision of tho Wobb Act, American export trade in potroloum and its 
products cannot hope to withstand tho foreign competition.” 

The Economist (Loiition), Dcccmhcr 21, 1929. 
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ijiew control measures were then under consideration, 
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the Big Three for control of competition in Euro- 
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MEMOEANDUM FOR EUROPEAN MARKETS, 1930 


collapse of the Export Petroleum Association, Inc., 
29, there wore rumors in the European trade that 
tion might assert itself in the international petro- 
Idieso rumors were based on the assumption that 
!crs, freed from their obligation to sell only at the 
id by the association, might retaliate againk Royal 
jnoving into its markets. That company had been 
’ .e United States large quantities of low-cost oil from 
e refined and marketed by its American subsidiary, 
Clorp. On the other hand, there also were rumors of 
m among the largo producers.®® 


io mentioned included otlior American interests who wore free to compote in 
me collapse of Petroleum Export Association’s activities, 
tndum for European Markets, January 20, 1930, p. 1. 

London, November 15, 1929, pp. 789-790. 

, 1 . 380, stated: 

Iho largo share of the United States oil industry in tho world production of oil, 
:qt obtain effoctivo control of oil production without the cooperation of tho large 
;ed Slates, and there is no doubt that this exists to a considemblo degreo.” 
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The latter rumors proved to be the more corrOct. The foreign oil 
trade press reported that in 1929 and 1930, the cooperative relation- 
ships between Anglo-Porsian and Royal Dutch-Shell in Africa and the 
East were strengthened,®® and that Jersey Standard and Shell were 
adjusting their differences in the East Indies and Asia.®'’ In the 
Western Hemisphere the United States Tariff Commission reported 
in^January 1931 that^ — ■ 

Under a gentleman’s agrocment, restriction of crude oil production in Venezuela 
has been in effect for some time — 

and that — 


In response to a resolution of Oklahoma oil producers in December 1929, the 
Royal Dutch-Shell proposed in February 1930 curtailment of Venezuelan pro- 
duction for the year, proportionate with the year’s curtailment compared with 
1920 in the United States.®® 


Trade press comments respecting control of production in other 
producing areas were to the effect that late in 1930, Royal Dutch-Shell 
was prepared to shut in substantial quantities of production in 
Rumania, the Dutch East Indies, Mexico, and Venezuela, provided 
American companies would do likewise;®® and that early in 1931 
Standard also agreed to limit its production in Venezuela and to 
reduce imports into the United States.* It thus appears that control 
of production in foreign countries hinged upon control of production in 
the United States. 

Thus, it can be seen that although the efforts to establish world- 
wide controls through the media of the American Export Association ^ 
and the American conservation movement were not completely suc- 
cessful, they laid the ground work for attacking the problem in a more 
realistic manner — i. e., through (1) direct control of production in 
particular flush-producing fields and (2) marketing agreements and 
understandings in particular marketing areas. The large companies 
apparently realized that although it was practically impossible to 
devise a single world-wide cartel agreement to which all of the diverse 
oil interests of the world would adhere, it was not impossible to estab- 
lish controls of both production and marketing on a “piecemeal” basis. 
As E. J. Sadler, vice president of Standard Oil Co. (Now Jersey-) 
phrased the matter in 1931; 

The making of a w-orld-wido agreement is more difficult to obtain than accom- 
plishing the result piooomeal. Economically, there are local situations which can 
bo consolidated with a much sounder economic basis than to immediately attempt 
to jump to a position of world-wido distiibutions.® 


^ Ibid., June 14, 1930, p. 1064. 

Ibid., December 0, 1930, pp. 913. 

u. s. Tariff Commission, Cost o^ Petroleum, 71st Cong., 3d sess.. Doc. 267, January 26, 1931, p. 20. 

Tlio Petroleum Times, December 6, 1930, p. 913. 

1 Ibid., April 4, 1931, pp. 477-478. 

2 That the indirectness of control of prodyiction through the Achnacarry agreement and Export Petroleum 
Association's activities was recognized by the Big Threo is evidenced by the following from a Memorandum 
of Meeting at Sir Ilonrl’s House on Saturday, May 4, 1929: 

‘‘The curtailing or prorating production will be an indirect result insofar as members will have for their 
production as a regular outlet only what their respective quotas give thorn. However, the Achnacarry 
principle docs not m any way restrict, in Itself, the production of members, as is shown by the provision 
that each party can produce any surplus It likes, provided, and to the extent that it can find an extra outlet 
for such surplus by offering It to the other pool members at a price which makes it attractive to thorn to shut 
down production.” ^ 

8 While this statement was made in a memorandum dealing with matters of mtemal policy of Standard 
Oil Co. (New Jersey), it is, nevertheless, an incisive commentary on the world international oil situation. 
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n that all outside concerns seriously engaged in the distribution 
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m of outsiders, however, could occur only “by the 
^ent of the parties,” i. e., the three initiating interests. 
The products] covered by the memorandum consisted of^ — ■ 


yducts of petroleum with the exception of — 
ies, including candles, 

, i. e., supplies to ships otherwise than supplies of oil made for 
of trawlers, fishing boats, and similar small coasting vessels 
bunker in their home ports, supplies which are regarded as 
of the country.' 


coverage differed from the Achnacarrv agreement 
lubricating oil was definitely included, whereas in the 
icment lubricants were to be the subject of further 
(2) the Achnacarry agreement did not specifically 


■aintenance of “as is” positions.- — Quotas v^ero to be 
party for each of the products classed as part of the 
each country. As in the case of the Achnacarry 
base period for the determination of quotas was to be 
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4f 


' >ach, production control became a matter for local action among the principal prd- 
flucing area by the shutting in of production as described above, 
iiropean Markets, clause I. 


* Under the new appr(> 
ducers In each ilush-pro3 
5 Memorandum for 
® Ibid., clause Ilia. 

^ Ibid., clause IV. 

8 This applied to all products except lubricating oils, for which the year ending Juno 30, 1929, was to be the 
base. 
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It is an essential part of these arrangements that each and every party thereto, 
having been allotted a quota, shall do his utmost to obtain the share of total 
trade represented by that quota, and to extend it where possible but not at the 
■expense of the parties to these arrangements.'^ 

The intent of this provision obviously was to place the responsi- 
bility on each party to put forth effort to maintain and increase its 
■quota rather than to rely on the quota as a. guaranty of a specified 
volume of business. However, the general rule to be followed was 
that members could expand their quotas only at the expense oj outsiders. 
The rules wore quite explicit on this point: 

It is the duty of each party, to himself and to the other parties, to maintain at 
least the position in the market represented by his quota. If, notwithstanding 
this, there should bo any change in the relative position of the parties, it can arise 
■only: (i) if one or more of the parties has failed to do his quota by losing trade 
to an outsider; (ii) if one or more of the parties has improved upon his quota by 
gaining trade from an outsider; (iii) if any of the parties has gained trade from 
•another party. 

As the principle to be maintained is that what is gained from an outsider or 
lost to an outsider is entirely for the account of the party gaining or losing, it 
follows that no question of overtrading or undertrading arises in the case of (i) 
and (ii) but in the case of (iii) only, the party gaining is an overtrader and must 
adjust with the undertrader.*'' 

Eulos for the adjustment of “overtrading” and “undortrading” 
were spelled out in detail. The preferred method was to make such 
adjustments by transfer of customers among the parties, which might 
take place at any time during the trading year. 

If adjustments could not be made m this manner, the under- 
trader was to receive from the overtrader at the end of each trading 
year the “net proceeds” realized by the overtrader for the quantity 
of each product overtraded. 

To further guard against any party becoming a habitual under- 
trader by default of effort to sell, it was provided that, as a penalty, 
the imdertrader’s allotted quota for the ensuing year — 

* * * shall be reduced by a percentage equal to one-quarter of the differ- 

ence between his allotted quota for the year and the actual percentage of the total 
trade which he has done during the year, and the reduction so made in the quota 
of the undertrader shall be divided between the o*ther parties, being overtraders, 
pro rata to the amount of their overtrading.^^ 

If the “as is” position of all parties, based on their 1928 quotas,- 
was to be maintained, it was important that no party should obtain 
and hold a heavy overtrader position at the expense of the other 
parties. Therefore, provision was made for a sliding-scale system of 
penalties for overtrading, to be collected and distributed to under- 
traders in the following manner: 

There shall be no penalty on an overtrader provided his overtrading does not 
exceed his allotted quota for the year by more than 5 percent of such allotted 
quota. If, however, a party is an overtrader to the extent of more than 6 percent 
in excess of his allotted quota, then in respect of the quantity represented by the 
initial 1 percent in excess of 5 percent he shall pay a fine and for the quantity 

• Memorandum for European Markets, clause III. fltallos added]. 

Ibid., clause Vlir. 

11 “Not proceeds” for this purpose wore defined as follows: 

“• • • the net proceeds realized [by the overtrador] after deducting expenses, -w-hich sha.ll include 

an allowance to be agreed upon for overheads and amortization. The proceeds for this purpose shall he 
the average proceeds realized for the grade in question by the overtrader during the period for which the 
adjustment is being made. 

n Memorandum for European Markets, clause X. 
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;he local representatives, however, it was stated — 
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re also incorporated which would make the heavy 
gained at the expense of the other parties, as dis- 
outsiders, pay out in adjustments and penalties the 
jeods from his overtraded sales in excess of 10 percent 

\nditions oj sale . — The memorandum provided that 
would fix the prices and selling conditions for all of 
(sh product sold in the market. The pricing activities 
tlhe maintenance of the “as is” position of the parties 
that — 

een the parties that they shall maintain at least the share of 
,ch they held during the basic period, and to this end prices 
.ns shall be fully and frankly discussed and agreed between the 
0s. In the event of. disagreement between the parties the 
cd by a simple majority vote, each party having one vote for 
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ere bound to observe prices so determined as long as 
they jointly maintained at least 90 percent of the share of the market 
which they jointly held during the basic period, plus a similar pro- 
portion of the market's increased trade. If, however, the joint 
shares of the parties fell below 90 percent, “then all the parties are 
free to take whatever action they may deem necessary to restore 
their joint share of the total trade of the market to the percentage at 
which it stood during the basic period.” 

Since the loss of large contracts to outsiders would practically 
nullify efforts to maintain the joint “as is” position of the parties, 
the pricing and handling of such contracts wore made the subject 
of special provisions. It was agreed that, in principle, the party: 
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13 Ibid., clause XI. 
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Memorandum for Eui* 


in the basic period shall retain it, but in any case prices and 
Inch business shall he discussed beiiveen the parties, and in the 
po, it has heeii agreed, shall take the business, losing it to an 
.g prices and conditions on which all are agreed, all the parties 


as not stated. It would appear from the Swedish Oil Heport, however, that at a 
irtel operated subject to approval by a committee in lyondon reiiresenting the 
ic Swedish Oil Report, ch. 12, Cartels and Other Competition Limiting Mcasuroa, 
translation mimeographed.) 
fopcan Markets, clause XI. [Italics added.] 

the amount of the basic fine should be one-half of the allowance for overhead and 
< ivei’tradcr would, by agreement, withhold in making quota adjustments with 
i^is, tho maximum basic fine plus surcharges would increase with tho amount of 
»inc equal to tho whole of the allowance for overheads and amortization withheld 

ropean Markets, cla.uso XIII. (Italics added.] 
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shall, without alteration of their quota rights, take their share of the quantity lost 
pro rata to their respective quotas. But if, on the other hand, the party whose 
business it was to make the contract fails to quote the price and conditions w^hich 
have been agreed with the other parties, and thereby loses the contract, he will 
have no claim to share the loss with the other parties * * 

If, however, there was disagrooment among the parties and the 
party whose biisinoss it was. to make tho contract declined: 

to quote the price proposed by a majority vote * * * then tho parties who 

have composed the majority Vote in favor of a lower price shall arrange between 
themselves to quote for the business at the price which they have proposed. In 
the event of their obtaining the business the quantity involved shall not be in- 
cluded in their trade for purposes of arriving at their overtrading or undertrading 
positions. * * + on the other hand, tho contract should bo lost, then all 

the parties shall share in the loss in exactly the same way as if the contract had 
been lost after an agreed price had been quoted.'® 

It will bo noted that action was to bo taken by majority vote, and 
not by unanimous consent such as frustrated price actions by the 
Export Petroleum Association. 

However, the voting power of each participant was to be propor- 
tional to its basic “as is” quota in the market. This, of course, gave 
the participants with large quotas tho dominant voting power to 
determine the prices which all participants agreed to observe. It was 
recognized that dissatisfaction might arise on this score, even among 
the three largest companies, and that the opportunity^ for disagree- 
ment would increase with the admission of other parties. Such dis- 
agreements, however, were not to bo permitted to upset the local 
cartel as long as the group maintained at least 90 percent of its joint 
share of the market during tho base period.^” 

Only if an all-out price war with independents was deemed necessary 
to maintain tho joint quota position was the majority-vote pricing 
rule permitted to lapse. In that case, all parties were to he free to take 
whatever price action they individually might regard as necessary to 
restore their position. Such a temporary suspensktn of the pricing 
rule meant a practical suspension of at least part of tho cartel’s 
operations for as long as tho resulting price war might last. During 
such a suspension, however, it would appear that the meetings of local 
representatives of cartel members to exchange statistics of their own 
trading and estimates of trading by others, and to “cooperate to the 
fullest extent to get tho best results and make the best possible use of 
the information obtained,” wore to continue. Full cooperation could 
be reestablished when the joint quota position of the group was 
reestablished. 

18 Ibid., clausQ XIL [Italics added.] 

19 Ibid. In tlie case of low prices made to hold large contracts provision was made for the cartel member 
entitled to take the business to decline to bid the cartel price fixed by majority vote, in which case tho re- 
maining cartel members would arrange among tliomsolves to quote the low price. If they obtained the 
contract, the group’s joint quota in the market would be retained, subject to adjustment for over-and-under- 
trading as provided in the memorandum. To prevent this rule from giving undue protection to the member 
refusing to quote, it was provided that business so taken would not bo counted in arriving at the over- and 
under-trading positions of the parties who took tho business, but would bo counted in computing the average 
net price per unit on which adjustments for over-trading and under-trading positions were to be made within 
tho group at the end of tho year. Tho financial loss, both to those who took the business, and to tho mem- 
ber who declined to bid, thus would be minimized in sotting bona fide over-trades and under-trades. 

20 Several contingencies might make joint maintonanco of 90 percent of the quota Impossible in competi- 
tion with outsiders. If tho cartel’s monopoly price was fixed high enough to bo satisfactory to all partici- 
pants, it might be undercut by an outsider favorably situated with respect to costs or willing to dump in 
the market regardless of cost. If, on tho other hand it was fixed low enough to meet or drive out lower 
independent price competition, the cartel’s majority-price action might mean a price war in which some 
cartel members might wish to withdraw from the market. -The problem , therefore, was how to cover this 
last contingency in such a way as to suspend cartel operations in whole or in part for a time without entirely 
disrupting the organization. 
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yf local cartels . — The local cartel arrangements for each 
to be made “between the parties for each country.” 
iiese parties were three in number, as evidenced by a 
tainod in an addendum to the memorandum that 
- understood between the three parties concerned that 
c|iplc is of durable nature.” It was further stated in 
that “outside the scope 'of anything which may be 
.local arrangements, the parties undertake as between 
carry out certain commitments, one of which was that: 


Those were local mai 

22 Addondura to mom< 

23 Mciuoi’andum for E| 
Ibid., clause VII. 

23 Ibid., clause IX. 
Ibid., clause X. 
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:j'eed that approval of any proposal to admit outsiders to a local 
' be given by the unanimous consent of- the parties.^* 

h price actions could be taken on the basis of majority 
ion of including new members required unanimous 

janagement and operation of each local cartel was dele- 
the local representatives. The principal duties of the 
ives were: (1) To establish quotas for the base year 
ent years; (2) to fix prices and terms of sale; (3) to 
ery 2 weeks to exchange statistics respecting their own 
ates of the trade done by outsiders; (4) to adjust and 
of members by exchanging customers or by exchanges 
|)ng members ; (5) to fix fines for overtrading and tO' 

so collected among undertraders ; and, (6) through 
meetings to “ * * * cooperate to the fullest extent 

nsults and make the best possible use of the information 
ly in the matter of their position in relation to one 
of their position in the market as a whole.” 
ns . — In a second part of the memorandum, bearing- 
ks the main memorandum, the parties agreed, for all 
tries, not. to give makers of petroleum-consuming 
Qommission or bonus for recommending the use of 
It was also agreed not to take any secret financial ' 
|3rns making or using petroleum-consuming appara- 

f 'f the memorandum, bearing the subtitle “Addendum 
i for European Markets,” and likewise dated January 
d two points. The first was the provision described 
unanimous consent of the Big Three to the admis- 
!rs to local agreements. The second dealt with the 
isitiqn of independent local distributing concerns by 
3 principal parties. In such an event, the purchaser 
1 pro rata participation to the other parties. If any 


iiketltig subsidiaries of Anglo Iranian, Royal Dutch-Shell and Standard (New Jersey). 
-<irandum for European market^, 
juropean markets, clause V. 


Jlstlngdshlng between makers and users of petroleum appai-atus, the following 
For the purposes of the foregoing, makers of petroleum-consuming apparatus are 
:.iors, lamps, stoves, oil engines, motor vehicles, motor vessels, steamships, and air- 
l>etrol6um-consuming apparatus are taxicabs, motor-transport services, aviation 
([garages.’’ 

iver, was not intended to prohibit lOO-porcent ownership of petroleum-apparatus 
c wnership was disclosed to the other parties; nor was It to prevent any party from 
1 firms “if such a stop is necessm'y to prevent a trade outlet from going to an out- 
50, that the acquisition was disclosed to all other parties, if possible, before It ac- 
orandum No. II for European Markets, January 20, 1930. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

THE: INTERNATIONAL PETROLEUM CARTEL 235 

of the other parties refused to join in the purchase, the remaining 
parties were to have the right to make the purchase jointly and add 
the trade thereby gained to their quotas. These joint-ownership 
provisions, however, were not to apply if the initial purchasing party — 

* * * has in the market in question no direct or indirect shares in the dis- 

tributing trade in which the purchasing concern is engaged; provided always that 
the other parties are informed and the purchaser docs not displace the source of 
supply of any party who is a party to the main agreement in respect of the 
country in question 

The general purpose of the entire memorandum was succinctly 
described in the addendum in the following words: 

As there are many European countries which are now endeavoring to work out 
certain agreomonts, it is desirable to give a sketch of the charter which will fix 
the main principles for all European countries 

These “main principles” were based on the “as is” concept of the 
Achnacarry agreement. It was this fundamental concept which 
governed the detailed, procedural rules laid down to cover allocations 
of quotas, admission of outsiders, transfer of customers, and adjust- 
ment of overtrading and undortrading, penalties for overtrading, 
limitation of the acquisition of financial interests in petroleum con- 
suming and using concerns, and provision for pro rata shares in the 
purchase of independent distribution outlets. 

Operations under the memorandum . — The Memorandum for Euro- 
pean Markets, dated January 20, 1930, continued to be the “charter 
which will fix the main principles for all European countries” until a 
new convention, known as the Heads of Agreement for Distribution, 
was adopted on December, 15, 1932. 

Trade press reports indicate that prior to the formulation of the 
memorandum. Royal Dutch-Shell and Standard Oil of New York 
were engaged in price competition in the East Indies and Asia that 
was reported to have “occasioned heavy loss to the Shell interests.” 
Foreign comment indicates that this competition in distribution 
markets was terminated by agi’cement' in May 1930, whereupon 
both companies increased their prices. More specifically as to what 
happened in this settlement, The Petroleum Times reported that — 

By moans of personal negotiations with the Standard Oil interests, Sir H. 
Deterding has succeeded in reaching agreement with them, not only in the sphere 
of production, but also for cooperation in refining and distribution.^! 

The United States Tariff Commission reported early in 1931 that 
in addition to the proposal by Royal Dutch-Shell that Venezuelan 
production be reduced in proportion to reduction made in United 
States production in 1929, Standard Oil Co. of Indiana proposed in 
September 1930 that Venezuelan production he curtailed 9 percent 
beginning October 1, 1930.®^ The Petroleum Times described this 
proposal as having been made to Creole Petroleum Corp., Gulf Oil 
Corp., and Royal Dutch-Shell interests in Venezuela.^® These reduc- 
tions appear to have boon carried forward into the ensuing voar, as it 
was reported that Venezuelan production for the first half of 1931 was 
14 percent below that of the corresponding period of 1930.®^ 

26 Addendum to Memorandum for European Markets, par, (i). 

20 Ibid., introductory paragraph. [ Italics added.] 

SI The Petroleum Times, September 6, 1930, p. 374. 

32 U. 8. Tariff Commission, Cost of Crude Petroleum, 71st Cong., 3d ses., Doc. 267, Jan. 26, 1931 20. 

33 The Petroleum Times, October 25, 1930, p. 062. 

34 Ibid., August 1, 1931, p. 137. 
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^ Ibid., Septombor 
Ibid., Soptombor 6l 
^ Ibid. For further ‘ 
lished under the memi 
The formation of tl}i! 
law legalizing a cartel 
cartel had Included on|, 
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88 The Petroleum Tim( 

40 Ibid., July 19, 1930, 

41 Ibid., Aug. 12, 1930] 


The Rumanian agreements 

thirties Rumania was Europe’s principal oil-producing 
ng under private ownership. Hence, the local market- 
which were developed under the memorandum for 
|cets and the measures concurrently taken to control 
distribution of Rumanian oil are of particular impor- 


icember 1929, while the memorandum for European 
ing negotiated, it was announced that, after months 
Tactically all of the Rumanian operators had signed a 
tn agreement,®® which would bring the Rumanian 
line with the rest of the world.” In parts of Rumania, 
ojmptly increased some 10 percent. 3® 

further details of the plan were announced; Astra 
lidiary of Royal Dutch-Shell, and Romano Americana, 
Standard Oil Co. (New Jersey), proposed to purchase 
nian producers the same quantities that they had 
; rg the preceding year at prices based on American Gulf 
i-t this time Export Petroleum Association was still 
0 American export agency which determined the Gulf 
The Rumanian producers were to bo allotted quotas 
c rearranged periodically in accordance with variation 
Snternal cons amp tion."*' 


1930, pp. 42M30. 

1930, p. 374. 

anformatlon regarding some of the abovo-montlonod cartels and other cartels estab- 
cjrandam, soo ch. IX. 

liis agreoment followed by several months the modification of the Rumanian mining 
^hich had existed unlawfully in Rumania during the previous year. This earlier 
y the big international producers who were operating in Rumania and, therefore, 
tive in its coverage of Rumanian production. 
ie.s, December 7, 1939, p. 1112. 
p. 85. 
p. 178. 
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In the fall of 1930, this plan suffered a sot-back due partly to the 
discontinuance of Gulf price quotations by the Petroleum Export 
Association and partly to the failure of Rumanian proration efforts. 
On October 24, 1930, it was announced that Stoaua Romana, an 
important Rumanian producer, bad giv^en notice of wdthdrawal from 
the commission for restricting oil production in Rumania and would 
resign from the proration scheme effective November 30, 1930.'*^ 

Negotiations for the reestablishment of the Rumanian cartel got 
under way almost immediately. It was reported in May 1931 that, 
through negotiations which Sir Henri W. A. Dctcrding was able to 
conduct during a visit to Bucharest— 

Refiners wore pleasod and signed the agreement and higher prices wore assured. 
The price of motor spirit has already risen in Bucharest 2 lei per kilo, and the 
prospects for a further increase almost immediately arc predicted.'*^ 

The success of this new Rumanian agreement hinged upon the gen- 
eral control of world crude-oil production.^^ To achieve such control, 
the Rumanian producers suggested that an international conference 
be held. J. B. Aug. Kessler, of Royal Dutch-Shell, advanced a plan 
for a conference on conservation. In November 1931, it was reported 
that the Rumanian Association of Petroleum Industrialists was pre- 
pared to send representatives to such a conference to “assist in working 
out the most adequate means for the establishment of a world agree- 
ment between oil-producing countries on the principles laid down by 
Mr, Kessler.” 

This information was communicated to the American Petroleum 
Institute, with the suggestion that the . institute take the lead. The 
institute promptly indicated its willingness to call a meeting in New 
York, but stated that, because of United States antitrust laws, it 
could not “accept the Kessler plan as a basis for discussion, nor any 
other plan involving a definite agreement among producers to restrict 
production.” 

The Rumanian Association of Petroleum Industrialists thereupon 
asked the American Petroleum Institute to suggest an alternative to 
■the Kessler plan, and the institute is reported to have replied: 

Proposals aro being made to our Congress which, if enacted, might clear the 
way for definite and binding action on the part of our Government and indus- 
trialists. Wc therefore suggest that the call of conference be deferred pending 
action on our proposals. We repeat our assurance of sympathetic attitude and 
await your advices.^^ 

^2 Ibid., Nov. 1, 1030, p. 688. Stoaua Romana was owned by Britiah-rronch-RumaTiian intorosts (Inter- 
national Petroloum Trade, Feb. 28, 1941, p, 69). According to Moody’s Industrials, 1938, the British in- 
terest was held by Anglo-Iranian. 

43 Ibid., vol. 26, 1931, p, 733. 

H Some hope of such control was aroused in the European trade by the announcement early in August 1931 
that Venezuelan crude production during the first 6 months of the year was 14 percent less than during the 
corresponding period of 1930 (The Petroleum Time.?, August J , 1931, p. 137). 

« Ibid., November?, 1931, p. 594. 

« Ibid., November 21, 1931, p. 062. 

Ibid., February G, 1962, p. 140. Following this, companion bills authorizing an Interstate oil compact in 
the United States, as proposed by the Oil States Advisory Committee, were introduced in both Houses of 
the Congress in March 1932. These bills wore, respectively, S. 4232 March 23, 1932, and H. R. 10863, March 
26, 1932. Doth wore entitled ‘Tor the conservation of oil and gas and the protection of American sources 
thereof from injury, correlation of domestic and foreign production, and consenting to an Interstate compact 
for such purposes.” These bills were referred, respectively, to the Senate and Houso Committees on the 
Judiciary. No further action was taken at that time on either bill (Coiigrcssloiial Record Index, vol. 76, 
pt. 16, pp. 747 and 965.) 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


238 


THE INTERNATIONAL PETROLEUM CARTEL 


In July 1932 
at the conclusii 
cerning the Rr: 

* * * bet 

international grc 
the import marki 
respect the relalivi 


iyecn the representatives of the Rumanian groups and those of the 
up on the essential points destined to improve the situation in 
lets. Stabilization will be attained by a reciprocal undertaking to 
positions of the exportations of the two groups.*^ 


Again, it is 
be that of the 


Final ratificati 
tember 1932, i 
agreement was. 

* * * Rumai 
the controlled di 
vention for quot; 

In these negi 
Rumanian qu 
(the Achnacar: 
adherence, ho 
basis for quot^i 
and June 30, 
ians an increa$i 


ntoresting to note that the controlling principle was to 
Achnacarry agreement, maintaining relative positions. 
Ion by the Rumanian producers was delayed until Sop-r 
j,t which time it was stated that the chief object of the 
that — 


lian oil should be directed with the grcatcist promptness toward 
stributing organizations who were agreed to adhere to the cen- 
ts and prices in consuming countries.^® 


to continue b 
during the bat 
adhere to the q 
dum for Euroro 
international g 
The consumi 
apply were- 


Europe (excludiij, 
Tripoli, Algeria 


The fall of 
Paris working 
was reported tl 
arbitration by 
unable, becaus 
rights and oblii 
call 3 r provided 
■“as is” positio: 
exporter from 
group,” it wou[ 


“IS The Petroleum Ti] 
Ibid., August 27, 
By bargaining for 
total export quotas for 
national group to 4,6^i7, 
group were stated to r( 
(Tho Petroleum T] 
pean Markets, each of 
of these countries by th 
In the local agreement. 

*2 This was a central 
group, set up under 


the 


Approved For Re 


an international conference was finally held in Paris, 
on of which it was announced that an agi’eement con- 
manian oil problem had been reached: 


Jtiations the international group first proposed that tho 
c ta should be based on sales for the 1928 calendar year 
Ty agreement base year) . In order to obtain Rumanian 
vever, it was agreed “after long discussions” that the 
s should be Rumanian exports between July 1, 1931, 
11932. This change in the base period gave the Ruman- 
e of 65 percent. The international group also agreed 
(lying as much Rumanian oil as they had purchased 
le period.®" On their part, the Rumanians agreed to 
uotas and price agreements set up under the Momoran- 
ean Markets, and to base their prices for sales to the 
roup “on those ruling at the Gulf.” 
ing markets to which the Rumanian agreement was to 


fg Rumania), Turkey in Asia, Syria, Palestine, Egypt, Sudan, 
Tunis, French Morocco, and Spain.'i 


1932 was consumed in conferences in Rumania and 
but operating details of the agreement. In October it 
jiat the Paris agreement had been altered to provide for 
a “mixed commission” in case the Rumanians were 
je of circumstances beyond their control, to fulfill their 
’gations “in any country whatever.” It was specifi- 
Ithat if the Rumanian group was unable to maintain its 
|n in any country due to the export activities of “any 
America who is not a member of the international 
Id be the duty of the mixed commission to attempt to 


. nes, July 30, 1932, p. 106. [Italics added.] 

1 m, pp. 195-196. 

ra “as Is” position based on the later year, the Rumanians Increased their base year 
• all petroleum products from 2,822,900 tons for the year 1929 proposed by the inter- 
,800 tons for the year 1931 finally agreed upon. The purchases of the international 
present about 45 percent of Rumania’s total exports during the base period, 
mes, August 27, 1932, pp, 195-1 06.) In accordance with the Memorandum for Euro- 
the parties to the Rumanian agreement had the right to expand its position In any 
:h e acquisition of the businesses or tho trade of “third parties which did not participate 

' X)mmlttee consisting of representatives of the international group and the Rumanian 
Paris agreement. 
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find an adequate solution.®® From the Eumanian viewpoint, an ade- 
quate solution apparently required that the mixed commission either 
bring the independent American exporters under control or make some 
other satisfactory provision by which the Rumanian position would 
be maintained regardless of the activities of the American independ- 
ents. In other words, the price of Rumanian adherence was that 
others restrict their shipments in order to bolster prices for Rumania’s 
increased production. 

In the latter part of 1932 , the whole agreement was threatened by 
the sharp decline in Gulf prices, which dropped materially below the 
price of oil in Constanza. Since the cartel’s price structure was based 
on the Gulf price, a solution had to be found. A Petroleum Times 
editorial on the Outlook for 1933 , took the position that United States 
producers would have to play the game ; that there was too much price 
cutting in the United States, and that American producers would nave 
to see that export prices conformed to those outside the United States.®^ 
On February 4 , 1933 , another Petroleum Times editorial stated that 
if the Roumanian agreement was to be continued, the international 
group “must raise the price in the United States.” “ A week later 
an editorial again commented that the Roumanians were taking a 
serious view of the situation; that the president of the Roumanian 
Association of Petroleum Industrialists had been in both London and 
Paris interviewing representatives of the international oil group; and 
that J. B. Aug. Kessler had gone to New York.®® 

The problems met in trying to establish a local agreement in 
Roumania illustrate the dimculties which plagued local marketing 
agreements which wore established under the memorandum for 
European markets. As in the case of the Roumanian agreement, it 
was difficult, if not impossible, to maintain these other local agree- 
ments as long as world production was not effectively contrdled. 
In other words, the existence of a fringe of uncontrolled producers 
proved to be just as troublesome in the early thirties to the new 
strategy of setting up local agreements as it had been to the previous 
effort to establish a comprehensive cartel. 

Control oj Russian oil — New York conference, May 1932 

Although the American Petroleum Institute did not follow the 
Rumanian^ suggestion to call a world “conservation” meeting to con- 
sider the Kessler plan, it did call a conference held in Now York which 
was attended by representatives of both American and European 
interests.®^ 'This meeting was described in the European trade press 
as preliminary to the proposed world oil conservation conference.®® 

w (The rotroloum Times, October 22, 1932, p. 415.) An editorial note pointed out that these modification, 
were “particularly interesting In the case where, by reason of the Intervention of a noncontrolled competitors 
the groups can no longer cUect the position to which the “as Is'" gives them the right.” 

M Ibid., January 7, 1933, pp. 16-16. 

Ibid., February 4, 1933, p. 118. 

Ibid., February 11, 1933, p. 129. 

The Petroleum Nows, May 7, 1932, p. 626, stated that those present from Europe would include: J. B. 
Aug. Kessler of Royal Dutch-Shell, William Fraser of Anglo-Perslan; R. I. Watson of Burmah Oil Co., 
H. Von Rlodemaiin, representing European Interests of Standard Oil Co. (New Jersey), and Wilson Cross 
of Vacuum Oil Co., of London. It was also stated that three Russian representatives also wore in New 
York, but not primarily for the conference. 

Although this mooting appears to have grown out of the Rumanian suggestion regarding a world con- 
ference, it does not appear that the Rumanian situation was given any attention except that the Russians 
, ' stressed the fact that Rumanian competition in European markets during the past few years has proved 
even more demoralizing than that by the Soviet.” 
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jl to the major American exporting companies; that the Euro- 
;s w'ere present at the invitation of Charles E. Arnott, president 
Oil Co., and that all present at the conference wore pledged 

crence, which lasted about 3 weeks beginning in the 
932, it was stated that Messrs. Arnott and James A. 
0 president of Standard Oil Co. (New Jersey), acted 
n for the meeting but “continued to withhold definite 
gress of the conference and the actual aims of the 
.tas generally believed, however, that negotiations were 
fed on an effort to aiTange for the “orderly” marketing 
products in world markets. This was to be accom- 
agreomonts under which the major international 
buy stated quantities of Eussian oil for distribution 
marketing organizations. The only hitch was the 
Soviet representatives and the other interests to reach 
cord on the quantities to be so ’taken and the prices 
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stated, but without official confiimation, that the 
I^uropean companies proposed to buy approximately 
'.s of Eussian oil annually for a period of 10 years, or 
quantity of Eussian exports of refined products in 
ig the prices to be paid, it was stated that — 

bviously, would be unwilling to accept the f. o. b. Constanza 
iiibative ‘‘free market,” and it is believed that the United States 
j decided upon as the representative ‘‘free market” on which a 
an be based.*' 

rade 


press reports forecast an agreement with the 
Announced a week later that the negotiations were 
the insistence of the Eussians on (1) periodic increases 
.|id (2) tho right to market their oil through their own 
g organizations. When tho other international in- 
accept these conditions, the negotiations broke down 
Breupon, Charles E. Arnott, of Standard Oil (New 
hilip Eabinovich, of the Soviet Commissariat for 
mnounced jointly that it had boon impossible at that 
.y mutually satisfactory agreement for the solution of 
'(^ated by the lack of balance between production and 
At the same time, however, it was indicated that 
stabilize world markets would bo continued through 
in particular countries. These efforts continued 
jjn, on December 15, 1932, of further understandings 
memorandum known as the “Heads of Agreement for 


,ts 


'obrna], May 26, 1932, p. 17, stated that: '‘Representatives of the major American 
: in the world conforcnco find themselves in an anomalous position Being 

•And of the proceedings, because of the obvious danger of ‘upsetting the apple cart' 
ions through the misconstruction of tho proceedings or an ill-timod criticism of the 
b bjoct to criticism by many elements in tho industry foi’ this very policy of secrecy 
ctitifU.” 

t^ted that “* * * tho arrival of the American and European oil companies at an 
,c proposals to be submitted to the Soviet was in itself no sm^l feat of diplomacy. 
1 recent years have boon at odds with their competitors regarding certain aspects 
te rations, and even should tho Russian negotiations fall through * * * it is felt 
1 lave accomplished considerable constructive work through the bringing together of 
•^orican oil companies for an informal round table discussion of mutual problems and 
tics and misunderstandings hitherto existent." 


:rnal, June 0, 1932, p. 100. 
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HEADS OP AGREEMENT FOR DISTRIBUTION, 1932 

Origin and nature of the Heads of Agreement 

Following the Eiimanian agroomont of 1932, there still remained 
the problem of fitting Rumanian export production into the local 
cartel quota and price agroomonts to which the Rumanian agreement 
applied. Some of these local agreements wore carry-overs from the 
period before the adoption of the Memorandum for European Markets 
in 1930; some included parties other than those adhering to the “as 
is” principle; and some deviated in other respects from the principles 
and procedures laid down in the Achnacarry agreement and the 
Memorandum.®^ The “as is” loaders decided to continue such agree- 
ments until their termination, at which time new agreements would 
be made in accordance with the main international chartCT. To this 
end it was felt that a new set of rules restoring the principles and 
procedure of the Achnacarry agreement and the Memorandum for 
European Markets was needed as a guide to the local representatives 
in formulating the new local cartel arrangements. This intent was 
clearly set out in the first paragraph of the Heads of Agreement for 
Distribution, adopted December 15, 1932, which stated: 

The “Heads of Agreement” which follow have been drawn up with a view that 
they should bo used as a guide to representatives on the field for drawing up 
rules for local cartels or for local Agreements. It is the intention that all such 
local Cartels or Agroomonts should be based on these “Hoads” but in those 
countries where the parties have already or make in the future a satisfactory 
working arrangement or agreement, which includes “non-as-is” parties and 
which differs from the guiding principles laid down herein, it is not proposed that 
those agreements should bo altered, if such alterations would cause undue dis- 
turbance; but if such local agreements should terminate for any reason, then 
those “as is” partners who continue to cooperate shall base their relationship 
each with the other on the lines of the provisions which follow.®^ 

At the time the now agreement was formulated there were two 
“as is” committees known respectively as the Now York and London 
“as is” committees. The now agreement was formulated by the 
London committee, which hold a series of preliminary meetings in 
London on October 24 and 25 and November 17 and 18, 1932. 

All of these preliminary meetings were covered by a single con- 
solidated minute. The minutes of the final meetings of the London 
“as is” committee, at which the agreement was adopted on December 
16 and 16, 1932, indicate that representatives of Socony-Yacuum, 
Standard Oil Co. (Now Jersey), Anglo-Persian, Gulf, Atlantic, Texas, 
and Royal Dutch-Shell were present. A representative of Sinclair 
Oil Co. wired regretting his inability to be present. This appears to 
have been the roster of the London “as is” committee at that time. 

At the first preliminary meeting, it was agreed that the Memo- 
randum for European Markets should be considered clause by clause 
with a vfiow to so revising it that “there would bo one common basis 
governing the relations between all ‘as is’ parties.” It was decided 
that two memoranda should be drawn up: one to cover distribution 
arrangements and the other to cover supply arrangements. Those 
memoranda would then be presented for discussion and adoption at 

•s Deviating agreements wore the result ol making the best bargains possible in particular consuming 
countries with concerns that did not accept all ot tho principles laid down in the Achnacarry agreoment 
and the Memorandum lor European Markets. An instance was the agreotnont already mentioned botwoon 
Russian Oil Products Co., Ltd,, the Soviet marketing agency in Great Britain, and Anglo-American, 
Shell, and other Important British marketing' agencies. Numerous other agreements existed in other con- 
tinental consuming markets. 

»* Preamble to tbc Heads of Agreement. 
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were added provisions which in principle would exclude a party’s own 
consumption figures and which would require independent auditor’s 
certificates for the companies’ own trade figures.®® 

Also carried forward was the provision for monthly meetings of the 
local representatives to exchange statistics and to cooperate to the 
fullest extent not only in regard to their individual position in relation 
to each other but also in regard to their combined position in relation 
to the market as a whole.®® 

Trade and quota adjustments and 'penalties . — Also carried over from 
the Memorandum for European Markets were the general conditions 
governing the responsibility of each party to maintain its percentage- 
quota position and the general rule for determining overtrading at 
the expense of other parties. Rules for carrying out these conditions, 
however, were made more explicit. For example, it was declared 
that the only basis for determining over- and under-trades would be 
the percentage of the trade done by the parties during each trading 
period, as shown by their records at the end of the period. Definite 
rules were also provided for determining when over-trading had oc- 
curred which, in accordance with the “as is” principle, was to be cor- 
rected by exchanging customers, giving cash compensation, and paying 
fines. Likewise, a definite rule was added for determining how much 
of an under-trader’s volume was lost to parties to the agreement, as 
distinguished from that lost to outsiders.™ 

Undertraders were to have the option of supplying produets to over- 
traders or of accepting cash compensation from the overtraders at the 
end of each annual trading period. Rules for determining the com- 
pensation to bo paid by ovortradors also wore spelled out in somewhat 
greater detail than in the Memorandum for European Markets.^* 

Under the 1930 memorandum, adjustments in quotas and payment 
of fines for overtrading wore to bo made annually on the basis of the 
preceding year’s trading. Under the 1932 Heads of .Agreement, how- 
ever, quota adjustments wore to be made only after a party had 
under trade d (after including losses to and gains from outsiders) for 

08 Heads of Agrocment for Distribution, clauses V and VI. ITore, again, a reservation was made by the 
Texas Co. to the effect that it was not willing to have its figures audited by an independent auditor. All 
other parties agreed that such outside audit might not be required of “as is” parties, hut in view of the fact 
that the scope of “as is" was widening and that corppulsory audits had boon found “absolutely essential for 
the working of the French cartels in which a largo nuifiber of small concerns was included,” it was considered 
necessary to retain the clause as drafted. Minutes, London “as is” committee, December 15, 1932. 

Heads of Agreoment for Distribution, clause vn. In addition, It was specifically provided that only 
the principal local representatives, defined as “only tho senior representatives -of each party for the market 
In question, or tho next senior person as' delegated by him to act in his absoiico” would be eligible to sit in 
such meetings. 

70 Hoads of Agreement, clauses VIIT and IX. 

Tho rules for determining under- and over-trades were ns follows: “If tho figures at the end of the period 
are such that the ovortradors' actual trade exceeds their allotted quotas to a greater extent than the under- 
trader’s (or undertraders') trade is below his (or their) allotted quota, then the undertrade shall be assumed 
to have boon gained by each ovortradcr pro rata to the volume of their respective overtrading, and tho adjust- 
ment of trade, compensation, or fines which each overtrador must effect * * * shall be calculated on 
this basis. 

“Again if the figures at the end of tho period are such that the undertraders’ actual trade is below their 
allotted quotas to a greater extent than tho ovortrador's (or overtradors’) actual tmde exceeds their allotted 
quota, thon the overtraders’ over trade shall bo assumed to have boon gained at the expense of each undcr- 
tradcr pro rata to the volume of their respective nndortrading, and the trade adjustment or compensation 
which each undortrader shall receive from the ovortradors, and tho quota adjustment (if any) which the 
undortrader shall suffer, shall bo calculated on this basis.” 

71 The average “gross proceeds of all parties for all invoiced deliveries for the product In question” during 
the trading period were to bo substituted for **tkc average proceeds realized * * * by the overtrader as 
provided in the momorandiim . Deduction from this average gross realization of a figure covering m arketing. 
expense, agreed upon by all parties before the beginning of each trading year, yielded the average cash 
compensation per unit of product which overtraders would pay to undertraders. To provide against the 
contingency that ovortradors might benefit financially through reduction of their fixed expenses as a result 
of increased volume gained by overtrading, it was provided that tho deductible marketing expenses should 
not include any allowance for depreciation, interest or overheads; in other words, should include only actua I 
out-of-pocket expenses and commissions paid. 
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pstitution of a 2-year period for overtrading was made 
of computing the fines which were to bo paid by an 
apportioned to undertraders. Again, detailed exam- 
out to illustrate the determination of the quantity 
overtraded in each year, and the quantity on which 
fine. As in the 1930 agreement, the fine was to increase 
ith each 1 percent overtraded in excess of an allowable 
Ircent.^® The number of steps by which the fine would 
ach 1 percent overtraded in excess of 5 percent was 
5 to 4, so that the percentage of overtrades at which 
pecome equal to the total deductible marketing expense 
overtrader was reduced from 10 percent to 9 percent. 
0 of the 1930 memorandum, the Heads of Agreement 
(iontracts as something in which the member holding 
opertjr right which it was the duty of other members to 
as therefore agreed that the local representatives of 
ihould discuss, inter se, soiling conditions with a view to 
party holding the contract to retain it if possible.” It 
rggested that large contracts offered a useful vehicle for 
b trade adjustments in accordance With the rules for 
ir- and over-trading.^* 

■i\tsiders . — Both the Memorandum for European Markets 
of Agreement declared that “it is the intention that all 
as seriously engaged in the distribution of petroleum 
be admitted.” In 1930, outsiders wore to bo admitted 
'not more favorable than those enjoyed by the original 
time when they were admitted.” This last provision 
ired impracticable, however, by the recently formulated 
duction .Agreement, in which Rumanian producers 
a 65 percent increase in crude oil production over what 
Ive been entitled to under quotas based on their per- 


is pccting adjustment of quotas were as follows: 

i’ ifo consecutive years a party has undertraded (after excluding losses to and gains from 
1 n a margin of 5 percent of bis effective percentage quota in each year his percentage 
year shall be reduced by one quarter of the amount by which his undertrading in the 
5 percent margin. 

the undortrador's quota is thus reduced shall bo added to the quotas of those partios 
lers in excess of tboir 5 percent margin, pro rata to their respective quotas." Hoads of 
ption, clause XII. 
spocting fines were as follows: 

apl suffer a fine if his overtrade for any product for each year of any two consecutive 
pfcrccnt of his allotted percentage quota for that year and for that product. 

^ the overtrader shall pay a fine for each unit of the quantity by which his overtrade 
1 C 2 years is in excess of 5 percent of his allotted quota. The fine for each unit of this 
by tire initial 1 percent of his allotted quota, or fraction of that 1 percent, in excess 
shall be 25 percent of the average marketing expense of the product for the second 
.nco under the provision of clause X. The fine for each unit of the quantity repre- 
third completed 1 percent or fraction thereof, in excess of 5 percent overtrade shall 
respectively of the agreed average marketing expense, and for each unit of the 
by the fourth and each succeeding 1 percent, or fraction thereof, the fine shall be 
the agreed average marketing expense. 

n fines by the overtrader shall bo apportioned among the parties who are not over- 
tr C percent margin, in proportion to their respective quotas." Heads of Agreement 
XIII. 

it for Distribution, clause XIV. 


itatemont was substituted for the more detailed provisions of the Memorandum for 
■s occting the fixing of prices and terms of sale for such contracts, and for cooperationto 
member group. 

European Markets, clause Ill-a. 
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formance during 1928. In order to provide the elasticity needed to 
make room for Eumanian exports, the phraseology of the 1930 agree- 
ment was modified to permit the admittance of outsiders “provided 
that the conditions on which they are admitted are mutually acceptable 
to all existing partners.” It was also agreed in principle that, to be 
admitted, outside concerns would he required to “accept the provision 
of these Heads of Agreement for all products and for all countries 
(except the United States of America).” 

In effect, this change in phraseology permitted new members to be 
admitted with percentage quotas computed on bases other than their 
trading during the base p oriod . Such admission would require contri- 
butions from the quotas of existing members to make up the larger 
quota of the new member. How to handle this troublesome subject 
was considered by the kondon “as is” committee both in drafting the 
Heads of Agreement and again at the time it was adopted. The 
minutes of the committee indicate that no general agreement, however, 
•could be obtained regarding a specific formula, although it was agreed 
within the committoo that adjustments should be made in accordance 
with the following principles: 

1 That all “as is” parties should contribute to the quota of any new member 
admitted with a quota larger than a share of trade held by him prior to admission. 

2 That any new member so admitted would not bo allowed to further increase 
his 'quota after admission by taking trade from outsiders until the old rnombers 
regained their shares of trade represented by their quotas prior to the admission of 
the new member.^' 

In adopting the Heads of Agreement without a specific formula for 
sharing quotas with now members, the London committee stated in 
its minutes that — 

So far as the future admission of new members was concerned, it was agreed that 
each case would be considered on its merits and it was hoped that a basis for 
adjustment would be found which would be mutually acceptable to as is 
members.’® 

Purchase of outsiders . — The acquisition of outside distribution out- 
■ lets received careful consideration during the drafting and adoption 
of the Heads of Agreement. On December 15, 1932, the London 
committoo directed that the following paragraph bo included as a 
footnote to the clause dealing with the admission of now members: 


Purchase of outsiders. — It is recognized that it i.s desirable to convert uncon- 
trolled outlets into the controlled class; in view of this the purchase by the as ts 
members of going aistributing concerns outside *‘as is” is to be recommended as 

tending to improve the stability of the markets. . - j 

Tlie purcha,se of such outsiders is in principle the equivalent of admitting now 
members to “as is” and should be treated accordingly. It is therefore recom- 
mended that where possible, such purchases shall be frankly discussed between 
parties interested before the purchase is completed.’® 

Virginal markets.— This, was a now subject considered in adopting 
the Hoads of Agreement. During the drafting period, the London 


’■ IToads oI Agreement tor Distribution, clause in. . j.o.nsn 

n Minutes of meetings bold on October 23, 25, and 20 and November 17 and 18, 1932. 

« Minutes of London “as is” commlttoe mooting. December 18, 1932. i 

" Heads of Agreement for Distribution, footnote in coimcction with clause III. [Mics addod.l This 
languaee was inserted in lieu of the more specific phraseology of the Memorandum foi Euiopcan Miaikets 
whfch had provided that any party purchasing a local outside distributing conTOm would offer a pro rata 
participation in the purchase to the other parties who. If tlioy joined in the purchase, would divide the ton- 
Se oF the acquiroi outldt pro rata to tile quotas ol the participatiw parties in the markets concerned. 
Joint purchases, or any other solution satisfactory to the parties, could still bo worked out through discus- 
Sion among the interested parties. 


23541—52 17 
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ittee agreed in principle that all “as is” parties were 
phare of the trade for the product in question. Two 
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,s that the world market should be divided into areas or 
t the rights of the parties in a virginal market should 
ratio of their respective zonal percentages in the zone 
larticular market was situated.®^ 

latter came before the London “as is” committee on 
1932, the zonal basis was adopted. The minutes of 
indicate that the following zones were suggested: 


il 


Zone 

1 . 

2 . 

3. 

4. 
6 . 


under “as is” 
entitled to retA; 
This meant thsi' 
to such share 
increase in to 


only if and wlj 
sufficiently to 
which the firs( 
market. 


Central “as /s” 
Prior to 19 
committee and 
out the “as is” 
practically on 


Approved For Re 


Europe, noi'th African Mediterranean countries? (Morocco, Algiers, Tunis, 
Tripolitaiiia, Egypt), Near East (Palestine, Syria, A.siatic Turkey, 
Arabia, P ersia, Iraq, and Red Sea area) . 

Remaindei if Africa not included in 1, and neighboring islands (i. e., Mada- 
gascar, Seychelles, etc.). 

Remainder of Asia not included in 1, Japan, Philippines, and East Indies. 
Australasia, including Pacific islands. 

South Ameijica, Central America, and West Indies. 


There still remained, however, those cases in which a market might 
be “virginal” to some “as is” parties, but already occupied by others. 
Discussion of r ’ 


ihis subject immediately brought out the comment that 
[any party who was already in the market should be 
in at least the quantity he was already selling therein, 
t the second party entering the market was entitled only 
las he might be able to take from outsiders, plus any 
tal volume sold in the market. In other words, the 
party was entitled to his full “as is” quota in the market 
Ten the total quantity sold in the market had increased 
cover his quota without encroaching upon the quantity 
party had held before the second party entered the 


Secretariat 

2, two international committees, the London “as is” 
the New York “as is” committee, had operated to carry 
Iprinciples. These committees appear to have operated 
a coordinate basis. With the adoption of the Hoads 


80 Minutes of meeting hold on October 24, 25, and 26 and November 17 and 18, 1932, [Italics added.] 
61 Ibid. ^ 
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of Agreement for Distribution, new operating problems arose, par- 
ticularly in connection with the admission of new parties. In order tO' 
deal with these operating problems, the rhinutes of the London “as is”' 
committee of December 15, 1932, record that — 

all were agreed that to further the smooth workihg of “as Is”, it was full time 
that a central “as is” secretariat was formed, which was to be domiciled in 
London and which would be available equally to all members of “as is”. 

It was further agreed that the powers of the secretariat should be 
administrative and not executive, that its primary duties would be to 
serve as an aid to the “as is” committee,®^ and that its cost would be 
shared by all “as is” parties. Tlie likelihood that the Rumanian 
agreement would soon become effective was cited as further reason for 
the formation of the secretariat. In regard to the division of executive 
functions it was suggested — 

that New York should handle supply “as is”, and that London, being in closer 
contact with the markets, should deal with distribution “as is”. 

That the two committees were to continue to function coordinately 
was indicated by a statement to the effect that all decisions by the 
London committee affecting major issues and matters of principle 
would have to be referred to the New York committee before becoming 
effective, and vice versa. The duties of the central “as is” secretariat 
were to serve as a central service agency collecting and maintaining 
the necessary statistical data for the administration of “as is”, and to 
record and circulate all decisions made by the two main executive 
committees. This was to provide working machinery in the fields of 
both production and distribution, with a central coordinating agency 
between the two executive committees. Thus the New York committee 
was to continue to promote the restriction of production, particularly 
in the United States, under the conservation program, while the Lon- 
don committee was to continue to supervise and coordinate the struc- 
ture of world cartel controlSj including local market agreements, and 
each committee was to clear its decisions with the other. 

Additions to previous agreements . — The principal additions made 
by the Heads of Agreement to previous international understandings 
were to make it clear: {a) That the principle of “as is” was to apply 
in each and every country or area of the world except the United 
States; (&) that it was to apply to both “supply” (i. e., production 
and exports of crude oil and refined products) and distribution; (o) 
that supply “as is” would be handled by the New York “as is” com- 
mittee; {d) that distribution “as is” would be handled by the London 
“as is” committee; (e) that the activities of these main working com- 
mittees would be coordinated through a central “as is” secretariat; 
and, (/) that all disputes arising under the Heads of Agreement 
would be decided by a central “as is” committee, which also would 


The language used In referring to the "as is" executive machinery is somewhat con- 
fusing, sometimes indicating the existence of a single "as is" committee, while at other 
times speclflcally referring to separate performance of particular functions by the London 
"as is" committee, or the New York "as is" committee. The confusion may arise out of 
the fact that In the formulation of policy the two committees acted practically as a single: 
body, while in the administration of policy tliey acted separately. 
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or meeting problems arising through new factors, or 
ions in the oil industry.” 

g ing the Heads of Agreement . — The consolidated min- 
on “as is” committee covering the October and No- 
s state — 


It was. felt that in view of the inclusion of the new members and the consequent 
freer circulation which the new memorandum would have compared with that 
of the memorandum for European markets, it would he Inadvisable, as far as 
certain countries were concerned, to refer too openly to the fixing of prices and 
the voting rights or members in this connection.** 


Accordingly, 
cedures set for|:’ 
clauses in the Hi 
“bo phrased on| 
Heads of Agrep: 
provision that t 
est extent to get 
information obt 
lation to one a: 
whole.” Of a si: 
tracts that “the 
a view to enabliif 
The minutes 
ceraber 16, 193^, 
state that>— 


it was decided that in contrast to the detailed pro- 
;h in the memorandum for European markets, the 
ads of Agreements dealing with these matters should 
very general and noncommital lines.” Hence, the 
ment contained only such indefinite clauses as the 
^e senior representatives would “cooperate to the full- 
the best results and make the best possible use of the 
ained, not only in the matter of their position in re- 


iLother, but also of their position in the market as a 
milar character was the provision regarding large con- 
parties should discuss inter se selling conditions with 
ig the party holding contract to retain it if possible.” 
if the meeting of the London “as is” committee on He- 
at which the Heads of Agreement were approved. 


All parties were 
mlttee meetings sti 
parties and shoul^ 
[Italics added.] 

Thus, althoui 
representatives^ 
even the “senior 
or the next senij 
was to have acci 


Operations v/ndf‘ 
The life span 
worst period of 
was held in chi 
Middle East, thj 


It Is not entirel^’ 
tee and the London 
ment provided that 
shall bo representat; 
putes concerning th^ 
on the field, or disj 
ferred to this comm: 
arises, rules for me 
In the oil industry.’ 
’'suggested” that th( 
major issues and mi 
it clear whether th j! 
central “ae is” comn 

^ Minutes of preli 
her 17-18, 1932. 

86 With respect to 
method of deciding 
markets should be d 
and that “this could 
into consideration tt 
mittee, October 24-2i 


agreed that these minutes and the minutes of previous com- 
.ould only be circulated to the head offices of the interested 
not "be sent by any party to local marketiny representatives. 


h the Heads of Agreement was to be a guide to field 
|n drawing up rules for local cartels or agreements, not 
[representatives of each part for the market in question 
or person as delegated by him to act in his absence” 
ess to the minutes. 


r the Heads of Agreement 

of the Heads of Agreement, 1933-34, fell within the 
Le world depression. During these years, competition 
(ick in most foreign oil producing countries. In the 
B predominant position of the Anglo-Persian Oil Co., 


clear from documents available whether the central “as is” commit- 
'as is” committee were to be one and the same. The. Heads of Agree- 
‘a central ‘as is’ committee shall be formed, the members of which 
^es of each of the groups subscribing to ‘as is.’ All matters of dis- 
local Interpretation of these arrangements, which cannot be settled 
jutes concerning the principles on which ‘as is’ is based, shall be re- 
-(ttee for settlement. The committee shall also provide, as the occasion 
:qting problems arising through now factors or the changing conditions 
’’ The December 15, 1932, minutes of the London “as Is’ committee 
. London “as is” committee, likewise, should make decisions “affecting 
i.tters of principle dealing with distribution ‘as is’.” but do not make 
i'»se matters would be separate and distinct from those for which a 
ir ittee was to be formed. 

minary meetings of the London committee, October 24-25 and Novem- 


the matter of voting rights, however, the committee felt “that some 
the voting rights in the fixing of prices In the various distribution 
ivelopcd and laid down In a separate memorandum of understanding,”' 
then be included in the local agreements if thought advisable, taking 
le conditions in the country concerned,” Minutes of the London com- 
b and November 17-18, 1932. 
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Ltd.,®® was challenged in December 1932 by the annulment of its con- 
cession in Persia. This action was taken by the Persian Goyernment 
on the ground that the company had not exploited the Persian fields 
while it had developed fields in other areas.®^ In 1933, however, Persia 
granted Anglo-Persian a new concession. Eussia, which' had refused 
the offer of the international companies to buy its oil, continued to be 
a potential threat to “as is” supply and distribution. However, Eus- 
sian exports were restricted, and no flood of Eussian oil appeared in 
the world markets.®® Venezuelan production was largely controlled 
by Eoyal Dutch- Shell and Standard Oil interests,®® and hence was 
subject to “stabilization.” 

Rumanian and United States production 

By far the most difficult problems under the Heads of Agreement 
were those of Eumanian and United States production. About 2 
months after the Eumanians signed the Paris agreement, the presi- 
dent of the Eumanian Association of Petroleum Industrialists was in 
Paris and London expressing the dissatisfaction of his group with the 
world price situation created by “the disastrous cut_ in American oil 
prices.” On returning to Eumania, he took the position that if con- 
ditions in the United States were permitted to continue unchanged 
the whole of the Paris Gonference decisions would be greatly endan- 
gered.®® This complaint was referred to the Mixed Commission set up 
by the Paris Agreement. This body, consisting of the leaders of the 
large American and British companies, met in London with a delega- 
tion from Eumania during the last 2 weeks of February 1933. The 
Eumanians contended that the price situation in the United States 
“had gone from bad to worse,” and threatened to abrogate the agree- 
ment at the end of the 3 months’ trial period if the American situation 
was not improved.®^ 


83 Up to 1935, practically all of Middle East production was taken from Anglo-Persian’s 
concessions in Persia. Production in Iraq, in which Anglo-Persinn held a share, was less 
than 1 million barrels annually up to 1934, 7.7 m,illlon barrels in 1934, and 27.4 million 
barrels in 1935. World Oil. February 15, 1951, p. 246. . „ , 

81 According to the Petroleum Times, January 28, 1933, p. 94, the position of the Persian 
Government was that ; “It is inadmissible that the extraction of oil should be confined for 
more than 30 year,? (out of tlie 60 for which the concession was made) to an area of a little 
more than 1 square mile. Yet such is the fact. The Anglo-Persian Oil Co. * ♦ * is 

constantly extending its activities outside Persia, but in Persia it confines Itself to a 
restricted exploitation. * • 

88 The Petroleum Times, February 3, 1934, p. 100, noted that Russian crude oil produc- 
tion had showed no Increase during 1033 and that Its exports were 22 percent less for the 
first 11 months of 1933 than they were In 1932, „ 

8“ The Petroleum Times, February 3, 1984, p. Ill, divides Venezuelan production for 
1932 and 1933, as follows : 


Company group 

1932 

1933 

Barrels 

Percent 

Barrels 

Percent 


51, 224, 383 
47, 376, 090 
14, 708, 786 

44.1 

63, 072, 264 

44.6 


41.1 

61, 222, 288 
14, 709, 162 

43.0 


14.8 

12.4 





Gulf Oil Corp. accounted for most of the crude oil produced by "others.” 

8* A Petroleum Times editorial, discussing the world outlook for 1933, stated that there 
was too much price cutting In the United States, which would have to^ "play the game” 
and see that Its export prices conformed with those outside the United States. The 
Petroleum Times, January 7, 1933, pp. 16-16. A month later another editorial declared 
that "The internationnr group must raise prices In the United States.” The Petroleum 
Times, February 4, 1933, p. 118. 

« Ibid., February 26, 1933, p. 208. 
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an attempt 


ration measures 
oil from stoi’age 


1 90’^ference it was officially announced that the 

meeting had d(ialt with the details of the macliinery of the efficient 
•operation of th^ agreement.” It was stated that, as its contribution, 
to bring “fuller cooperation between the [United 


kStatesJ tegislati i^e authorities and oil companies in the matter of pro- 


, standard Oil Co. of New Jersey would not draw 

= -And would “refuse all orders which would bring pro- 
duction above tlie set limit.” Arrangements were made for further 
meetings in Par: s.^® It was reported that an advance in United States 
domestic prices along the whole Atlantic coast might take place 
I ollowing this meeting, an International Petroleum Bureau (appar- 
ently the centra, “as is” secretariat) was set up in London as a “pri- 
vate bocly formed on behalf of the gioups which have taken part, its 
objects keing to, collect statistics and information on the oil trade 
and such matters of value in connection with any agreements that mav 
be made.” 

_ During the last week of March 1933, oil conferences were held 
simultaneously in the United States and Paris. They were said to 
“ti e oil industry is determined by some means or other 
to lift itself from its present ignominious position.®^ A conference 
took place during the first week of April between Secretary Ickes 
OX the Uiuted S .-ates Department of the Interior and the governors 
oi oil-producing States who were considering ways and means of con- 
serving the oil ^sources of the United States.'^ Individual State 
action was then under consideration, but neither effective State laws 
nor approval by the Congress of joint action by the States through 
interstate compacts then existed. Therefore, neither the governors 
nor the Federal officials could do more than recommend restriction 
of production by, individual producers. 

The Paris conference closed a week later. The British and Ameri- 
can interests apparently were unable to give satisfactory assurances 
that American production would be restricted and Gulf prices ad- 
vanced. The Eumanians, therefore, insisted upon greater freedom 
to produce and sell. It was reported that the Paris conference closed 
with a number cf understandings, of which the following were the 
most important: (1) The Eumanians retained the right to continue 
to produce 18,500 tons of crude oil daily; (2) the Eumanians ob- 
tained the right to sell in any countries where they could find pur- 
chasers, but the international group requested the Eumanians to ex- 
port outside Euiope only if they first offered their products to the 
international group and only if the price offered by the international 
group was less nhan that offered by other buyers; (3) the inter- 
national group akreed to buy 20,000 tons of kerosene and a like quan- 
tity of motor sjiirit (gasoline) ; and (I) if United States prices 
showed no advance and United States production was not kept within 

C.S, p. 222, 

ca to develop, due to continued unrestricted production and com- 
[> oil, especially from the newhy discovered East Texas field, Accord- 
' Ipportor, the field price in East Texas fell from 98 cents 

ind Novembf‘ 1 ’ 19o2 to 10 cents per barrel In May 1933. The posted 
^ioQo barrel in November 1932 to 32 cents 

1932. and to 80 eents in May and June 1932 
■Ses, March 25, 1933, p. 304. 
p. 332. 


Ibid., March 4, 19$: 
^ This advance fail* 
petitiye Bolling of crndl 
ing to the Oil Paint a' 
per barrel in October 
price for export from 
by the end of .Tanuary 
The Potrolenm Tir^x 
Ibid., April 1, 193, 
w Ibid., p. 336. 
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the limit of 2 million barrels daily, Kumanian producers would be 
free to terminate their agreement altogether without notice. 

In May 1933, American production had not been reduced. Inde- 
pendent producers, especially in the newly discovered east lexas 
field, flooded the market with oil. The big companies thereupon 
posted prices as low as 10 cents per barrel in the east Texas held and 
80 cents per barrel for export from Gulf ports, allegedly in an attempt 
to drive the independents out of the market. The disgusted Eu- 
manian Association of Petroleum Industrialists thereupon unani- 
mously agreed not to follow the restrictions on output imposed by the 
Paris agreement.®® But this decision did not mean that the Paris 
agreement was wholly abrogated. It was reported that the Eumani- 
sms were willing to revert to the limitation imposed by the I aris agree- 
ment when American production was brought under control and out- 
put limited to about 2 million barrels per day,^ but that further Pans 
conferences would bo postponed until ^‘Amenca gets into line The 
suspension of the Eumanian agreement continued well into 1931 with 
the Eumanian producers exporting 20 percent more oil in 1933 than in 
1932 RTid shipping n few c^irgocs £is ftir us Ounudu unu. iVustruiiu. 

OperatioMl prohlems' in other areas • i j -u 

Operations under the Heads of Agreement were also impeded by 
disturbances in a number of local distributirm cartels. According to 
foreign trade press reports, in Germany, for instance, the cartel- 
minded German oil industry sought to gam greater influence and con- 
trol in the domestic oil trade. The result was that although btandard 
(New Jersey), Shell, and Anglo-Persian had for years dominated 
Lth wholesale and retail distribution and had fixed pnees and estab- 
lished quotas dividing the market among themselves since 1928, theie 
were inroads upon their position due to increases m both domestic 
production and imports from outside sources. By 1930, oil from 
Siese outside sources, including Eussia, provided a basis for operation 
of independent retail stations with the result that whereas independ- 
ents had owned practically no retail pumps in th®y 

owned about 5,000 pumps out of an estimated total of 55,000 in 1933. 
With the introduction of this outside competition, the established 

price structure broke down. _ _ 

In 1932, the dominant international companies sought to meet this 
growing problem by entering into an agreement to buy German domes- 
tic petroleum products and to market them in Germany before sell- 
ing imported products. This arrangement was in strict conformity 
with the two principles of the Achnacarry agreement which dealt, 
respectively, with dividing the local market among the cartel parties 

m TOnes \lav^i3 1933, pp. 49T-498, commented on : “Disturbing news 

T?xaTwhc?e the in In production alone In the past few days Is many 

Drug lleoorter price nnotatlons covering that period. 

Ibid., Tune 80, 1933, p. 570. 

1 Ibid., June 10, 1933, p. 697. 

» Ibid’ May Vf9lj4®'p^' 529. Following Informal international oil “chats” In I^ndon 

fee 

Ktanda4 OU Co 5 New Jersey, indicated that no world stabilization agreement would 
be possible until the American situation was secure. 

* Ibid., December 23, 1933, p. 741. 
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past performance and of giving preference to local 
supplying local markets.® It had the effect, however, 
i supply available to independent wholesalers and re- 
cartel’s actions, therefore, came under criticism fi'om 
It was charged that the quotas based on 1928 were un- 
) changed conditions. The arrangement under which 
nies purchased and controlled the marketing of Ger- 
a also came in for criticism on the basis that “the Ger- 
ihus relieved of worry regarding disposal of his produc- 
’ in the matter of price fixing.” ® Tlie working of the 
Germany was also criticized as follows: 


taken in the closesit 
directed against 
done within the 
the otherwise ov 
the desire of the 
sources and again 


Whereas in 
nated by purchji; 
pendent was eli 
bought out the 
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Preparation foi\ 
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" Achnacarry agreel 
" The Petroleum Tf 
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Ibid. 

s The Petroleumi Tl: 
* Ibid., p. 718, 


lies want thi,s rigid sharing of the market to survive these eom- 
tinaes. One of the basic ideas of the quota system is that the 
given a helping hand, either by diverting Irasiness to him or by 
' .cuniarj' compensation ; tlie market is also subjected to danger- 
10 frenzied efforts to maintain quotas which developments as a 
ffcd out of date. ♦ » » iphe parties to the agreement have 

iporb ail additional German production before selling imported 
ilieans that the di,strlbutors place greater value on the malnte- 
is quo in the market, and thereby the utilization of their dls- 
fions, than tliey do on finding an outlet for the wares of their 
ipt companies.’ 

r charged that the three big importers — Royal Dutch- 
l Oil (New Jersey), and Anglo-Persian — had formed 
• tit against German producers and had reduced prices, 
.mporters defended themselves against this charge in 
presented to the German Ministry of Economy by the 
Jrband. This memorandum stated that although the 
commanded a majority in the cartel : 

ges in prices during conventions since 1928 have been under- 
it collaboration with the German producers, and have never been 
the latter. When prices have been leveled up this has been 
trict limits Imposed iiy considerations concerning outsiders and 
€ rbiirdenGd consumption | reduction in prices represented not 
importers but defensive measures against dumping from other 
‘$t the incursions of the outsiders.® 


Germany the competition of independents was elimi- 
basing their products, in England an important inde- 
^[^mated by acquisition when Anglo-American Oil Co^ 
I Zealand Petroleum Co. The latter company had been 
'M by Continental Oil Co. and had marketed Conti- 
competitively in the United Kingdom under the 
immion. ’ In commenting on this acquisition, The Re- 
stated : 


kon petrol will cease to be one of the independents and will be 
' the national distributing companies.” 


a new international agreement 

1932, the beginning of the 18-month period during 
[3 of Agreement were the accepted guide in the forma- 
rtels, the outlook for effective control over the world 
try was not too bright. The principal problem was, 
of restrictions on United States output and the 


lack 


^ 6111 principles 1 and 4. 

les, December 9, 1933, p. 710, quoting from Die Wlrtsehaft in Neueu 
ijnes, December 16, 1933, p. 732, 
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refusal of the Eumanian producers to cooperate until American prices 
were stabilized. In fact, it was generally accepted in the trade that 
little could be accomplished until American Gulf prices had been 
brought under effective control. 

But with the NEA code of fair competition for the petroleum in- 
dustry,^® a solution appeared to be in sight. Under the code the 
east Texas field price for grade A crude oil, which had dropped as 
low as 10 cents per barrel, was moved up from 50 cents in July to $1 
per barrel in October 1933, with Gulf export prices advancing corre- 
spondingly. These prices remained unchanged throughout 19 

Efforts to talce advantage of this change in the situation were not 
long forthcoming. In February 1934:, it was reported that Eumania 
was as willing as ever to control her industry.^® Shortly thereafter, 
it was stated that Eumanian and Iraq Petroleum Co. representatives 
would meet in March 1934, “to confer on the situation and attempt 
to reach some definite plan as to marketing.” In April 1934, a Lon- 
don meeting was attended by leaders of the American industry and 
representatives of Eoyal Dutch-Shell and Anglo-Persian interests. 
This meeting was described as “prompted no doubt by the necessity of 
some concerted action in the future when new sources of supply in the 
Near East will become available.” “ 

Tanker rate cuts had also contributed to price differences in inter- 
national oil markets. This problem was met by the formation of an 
international tanker pool under what was known as the Schierwater 
plan. The pool was stated to include all of the major ship owners 
in Denmark, France, Germany, Holland, Norway, Sweden, and the 
United Kingdom, and to have the support of all major oil companies 
engaged in the European trade. The plan provided compensation to 
owners for laid-up tankers. It was stated that American tanker own- 
ers were not members of the pool, but were trying to evolve a plan of 
their own.“ 

Thus, although operation under the Heads of Agreement fell short 
of its “as is” objectives in limiting Eumanian, Eussian, and German 
production and distribution, and although difficulties were met in 
applying “as is” distribution in Europe and olsowhpre, the interna- 
tional oil interests, after the adoption of the NEA code, were preparing 
for another attempt to implement their “as is” plan. 


DRAFT MEMORANDUM OP FRINCirLES, 1934 


Natu<re of the draft memorandum. 

A renewed effort to stabilize the industry was made in April and 
May of 1934, when representatives of the major groups met in London 
to amend and reformulate the “as is” principles. By this time the 
major international oil companies had already acquired control of 


M The National Industrial Recovery Act was approved June 16, 1933, and the code of 
fair competition for the petroleum industry was approved thereunder on August 19, 19o3, 
See Codes of Fair Competition, vol, 1, p. m. 

“ Prices, quoted by the Oil Paint and Drug Reporter for the east Texas field advanced 
from 10 cents per barrel in May 10,33 to 25 cents in Juno, 50 cents in July, 75 cents in 
August, DO cents In September, and $1 on October 9, 1933, Thereafter, prices in this field 
remained unchanged throughout 1934, Gulf export prices trailed after these field prices, 
reaching levels ranging from 82 cents to ,$1.12 per barrel on October 9, 1933, and thereafter 
likewise remained stable tlirougliont 1934. 

The Petroleum Times, Februarv 3, 1034, p. 110. 

Ibid., February 17, 1934, p. 193. 

14 Ibid., April 14, 1934, p. 385. 

“ Ibid., March 10, 1934, p. 260. 
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qrld’s important producing areas. Venezuelan oil was 
' he control of Standard Oil (New Jersey) , Eoyal Dutch- 
interests ; the pattern of Middle East control by Anglo- 
Dutch-Shell, Standard of New Jersey, and several 
erican interests was emerging; Eumanian production 
by the British, Dutch, and Standard Oil (New Jersey) 
Indian and Indonesian oil fields were controlled largely 
Eited British and Eoyal Dutch-Shell interests.’^® This 
sing control of production by international interests, 
by an intricate maze of joint ownership and contractual 
tionships, gave promise of less difficulty in the future 
lommon policy. 

don meeting the representatives of the major groups 
even greater emphasis to the twofold character of dis- 
jils which they had gradually developed, and which may 
lefly as (a) the establishment of over- all principles or 
principles) , and (i) the application of those princi- 
e medium of local marketing agreements, which might 
jdetails from country to country, according to differing 
Past experience had taught the groups that the 
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Difficulties in attaining the goal when dealing with 
gh local marketing agreements were to be expected. 
Smorandum was undated. However, a memorandum, 
.natory Notes With Eegard to Draft Memorandum of 
[s issued on June 27, 1934, by the London office. These 
es describe the origin and purpose of the draft memo- 
iws: 


me meetings [London, May-June 1034] the memorandum for 
I dated the 20th or 21st January 1930 was revised and brought 
ached you will find a copy of the new memorandum which is to 
j’andum for European markets for all purposes, 
morandum Is not dated, it has been agreed that it applies from 
1934, and that therefore from that date this new memorandum 
existing local agreements which may have been developed on 
[emorandum for European markets. « * * 


ft memorandum of principles was an amendment to 
m for European markets, carrying forward the same 
jj)les and means for their attainment. In view^ of the 
ion of outsiders, the draft memorandum was to be 
Illy confidential. To guard against possible leakage, 
nth the duty of putting it into effect were advised that 
(^um is to be treated with utmost confidence, and should 
circulated, except possibly to responsible heads of 


or 


large International companies were planning to acquire control ot 
a of production. In August 1934, Sir John Cadmaii of Anglo-Perslan 
1 trip to Australia “to investigate the possibilities of the Anglo-Perslan 
elopment of Australia’s oil shales,” and in November 1934, It was 
w company, owned lolntly by Royal Dutch-Shell (40 percent). Standard 
(20 percent), and Standard Oil Co. (New Jersey) (40 percent), would 
New Guinea for oil. See The Petroleum Times, August 18, 1934, n. 169 
4, p. 482, 
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departments affected by tlie arrangments.” officers of 

the major groups, who were charged with administration of the plan 
were to have full knowledge of its terms. In dealing with outsiders, 
the local agreements were to be treated as wholly separate. Partici- 
pating outsiders were to have direct knowledge of the main agreement 
only to the extent that the London executives of the major parties 
might direct. 

Terms of the draft memorcmdum 

As in the case of the two predecessor agreonients, the Draft Memo- 
randum of Principles declared the main principle of maintaining 
“as is” to be “of an enduring nature.” It quoted some parts of the 
1930 Memorandum for European Markets word for word and revised, 
amended, and added to other parts. The result was that the 13 main 
clauses and 2 addenda of the Memorandum for European Markets 
were expanded into 24 numbered clauses and 6 addenda. _ Inasmuch as 
the draft memorandum closely followed the broad “as is” principles 
and procedures of the 1930 memorandum, the ensuing discussion will 
give attention primarily to new clauses and interpretative provisions. 

The preamble stated that the draft memorandum was “to cover 
all countries to the extent that it is not contrary to law.” This pro- 
vision extended the application of the “as is” principle to distribution 
markets throughout the world, whereas only European markets were 
covered in the earlier Memorandum for European Markets. Excepted, 
because of the antitrust laws, was the United States, as well as any 
other country in which the provisions would be contrary to law. 

A new feature was a provision that in any market where all partici- 
pants were already, or might in the future become, members of a local 
cartel, the major parties might agree, by unanimous consent, that the 
local cartel would “override this memorandum for that market and 
product for the duration of such cartel.” This provision gave the 
members greater freedom to make the best possible bargain with 
outsiders. However, it was subject to a requirement that any now 
local agreements made with outsiders “should be developed on the 
same lines as * * * the memorandum as nearly as possible.” 

As under previous agreements,- it was stipulated that the term of 
local agreements would be “of indefinite duration, unless terminated 
by 1 month’s notice, which may be given at any time.” It was further 
provided, however, that since the “as is” principle was of a durable 


V Full text of the explanatory notes dealing with the confidential nature of the draft 
memorandum and Its application in local markets Is as follows : 

“Before proceedlnK to discuss certain special clauses of the memorandum, It Is Important 
that you realize that this memorandum Is to be treated with the utmost confidence, and 
should not be copied or circulated, except possibly to responsible heads of departments 
affected by the arrangements. Should it bo necessary for certain departments to have 
frequent access, for working purposes, to this memorandum, it Is suggested that only 
excerpts as required by the department concerned should be made for their purposes. 

“The now memorandum applies only to the major parties In your area and is neither 
to be discussed nor disclosed to any other party who Is In, or In the future may be brought 
Into, any of the local arrangements In your market without prior reference to London, 
Although it is foreseen that other parties may enter Into “as Is” arrangements In the local 
mai-kets with the major parties, and although the working arrangements with them should 
of course be developed if possible on the lines oE this memorandum. It Is advisable that 
such local working arrangements should be developed apart from the memorandum and by 
separate agreement. In other words. If In your market It should be decided to enter Into 
an arrangement with other parties, the major parties operating there should make jointly 
a separate agreement with the new party, and that agreement should be developed on the 
same lines as the attached memorandum, as nearly as possible.” 

See footnote 17, above. 
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jg turpentine substitutes and other white spirits) 
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bunkers) 

is (excluding bunkers) 
ts 


D'etermination tj/ quotas and adjustments for undertrading and over- 
trading 

As under prcsvious agreements, the parties were to meet locally 
and determine as accurately as possible the total consumption of each 
market, including quantities supplied by outsiders, for the necessary 
base and other (operating periods. All basic data for quota purposes 
were to be supported by an independent auditor’s certificate. On the 
basis of the assembled data, the local participants were to determine 
“/Ae percentage of the total done hy each participant in each product 
during mch pe nodsP The explanatory notes accompanying the 
memorandum state that “It has been agreed upon that the basic year 
for the parties remains in principle the year 1928 for all products”' — 
the year originally adopted under the Achnacarry agreement.®® 

The question of how to deal with sales and exchanges of products 
among participa nts was disposed of by the statement that : 


Sales by one pa 
at all times perm, 
culating the perfo l' 
tion quotas.^ 


itlcipant to another arranged for their mutual advantage are 
Isslble. Such sales shall not be taken into account In cal- 
L-manco of the supplying participant with regard to distrlbu- 


It was also agtri 
independent refi: 

♦ * * in varion 

not the Intention to 


i»The effects of ex 
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20 For the applicati 
mined locally whethe * 
requires aIt(‘ration.” 
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24 Draft memorandu: 


eed that sales of crude oil were to be made to certain 
ners — 

s countries that have a position in the market and while it is 
improve that position neither is it the intention to deny to 


;^erience under the Rumanian agreement previously described appear 

on of these classifications, It was provided that : “It is to be deter- 
the grouping of such products for quota purposes as hitherto applied 
As under previous agreements, benzol, alcohol, and other products 
roleum were to be included to the extent that they were marketed 
w'lth or mixed with petroleum products. It was also provided that 
Id define the type of ship to which sales of petroleum products would 
cers and, therefore, excluded from local market sales for quota pur- 
r roducta wore defined by addendum 4 as “Bitumen, Asphalt, Fluxes, 
1 uel oil, or other Petroleum Products used as road materials * * * 

en for industrial purposes.” Ail petroleum products so used were 
V full tonnage. Lubricating oils were specifically excluded but were 
the provision that “any working agreements (if later developed) for 
^ covered in a separate memorandum.” 

Indicating refinements in computing quantities for quota-making 
where nonpetroleum products were mixed with bitumen, only the 
to be included, and that the bitumen content of emulsion delivered 
emulsion companies, whether or not these companies were controlled 
1 not to be counted. However, any bitumen sold to such companies 
sold to a buyer. Also, it was agreed that the net weight of bitumen 
apulod by deducting from the gross weight a p<jrcentage to be agreed 
Renting the weight of packages. 


at, in principle, products consumed by the participants as well as 
by outsiders were to be excluded in determining consumption figures, 
I local monthly meetings for exchange of participants’ data and esti- 
trade, were carried forward from earlier memoranda of agreement, 
y stipulated that the monthly local meetings should be attended by 
psentative of each participant for the market in question, or such 
•ated by him to act in his absence. 

;m of principles, clause XX. 
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the participants the right to sell crude to such refiners and thereby forcing a 
crude supply outlet to outside suppliers.*' 

Such sales both to participants and to outsiders were to be included 
in the supply quotas of the various participants, but were to be^ ex- 
eluded from their distribution quotas for the reason that quantities 
of the products so supplied would be included in the distribution 
quotas of those receiving them. This, in effect, required the setting up 
of two types of quotas, one, a supply quota, covering the total quantity 
of each product to be supplied by each participant, which would in- 
clude sales to other cartel members and outsiders, and the other, a 
distribution quota which would cover the quantities to be distributed 
by each participant directly to consumers, wholesalers, and retailers 
in the market. _ . . j 

In general, the provisions governing the determination of over- 
trading and undertrading in earlier agreements were simply carried 
forward. It was emphasized that with real cooperation “over and 
undortrading among the participants should not arise.” If, however, 
overtrades and undertrades occurred, they were to be adjusted by 
transfer of customers or by compensation to undertraders and fines 
against overtraders. The rules for cash compensation to undertraders 
and for restoration of the undertrader’s quota were spelled out in 
greater detail, by definitely providing that the overtrader should buy 
from the undertrader the quantity required to restore the undertrader^ 
“as is” quota percentage. This was to be done in all cases except where 
the undertrader withdrew entirely or partially from the market.^^ If 
the undertrader refused to supply the overtraders during any period 
of 3 months, it was provided that : 

» « * The undertrader shall be deemed to have voluntarily retired from the 

market by a percentage equal to the drop in his percentage position over the 3 
months caused by his undertrading or by his final imdertrading position at the 
end of the year, whlcliever percentage of undortrading is tlie smaller. In that 
event hla quota for the. ensuing year shall be reduced by 75 percent of that per- 
centage so undertraded and fines for such overtrading shall be waived. 

The percentage lost by withdrawal of an undertrader was to be 
added to the quotas of ovortraders in proportion to their respective 
quotas. The overtraders, of course, were to dispose of their increased 
tonnage at the prevailing market price. 

As under earlier agreements, it was provided that the parties would 
meet and agree upon a price to cover allowable expenses, which the 
overtrader would retain in making compensation to undertraders. 
The intention was declared to be that the price paid as compensation 
would be such as to place the overtrader : 

* * * As closely as possible in the position in which he would have been had 

he not traded in excess of his quota and that he should not get the benefit of the 
contribution to Ms overhead arising out of his increased volwmef” 

It was agreed that compensation for overtrading should be made 
in the market and in the local currency of the market when it fell due. 
It was recognized that under certain circumstances “it may be difficult 
to require the overtrador in a given market and a given product to 
purchase that product at a price which is out of line with the market 
price prevailing at the time the compensation is actually effected.” 
As a matter of expeditious handling, however, it was proposed that the 

“ Ibid., addendum I, par. 2. 

“ Except In cases where withdrawal was due to force majeure. 

Italics added. 
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jiore equitable apportionment. Specifically, it was 
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ce had indicated that there were various circum- 
'^quired the revision of “as is” quotas. The previous 
not embodied specific procedures for making such 
were therefore established which would govern the 
for the following reasons : 

|ilty against any participant who, in any accounting 
led by more than 5 percent of his quota ; 
admission of new members ; 
acquisition of outsiders by purchase; 


as 


ikd subsequent adjustments would be in terms of the local currency of 
nrrency could not be substituted for another except by mutual consent 

nent had provided for fines assessed on a sliding scale such that If a 
d to the extent of about 9 percent of his quota, he would be paying 
arketing expense per unit which it was agreed he should retain In 
.Ration to undertraders. Under the new plan the fine for overtrading 
or fraction thereof in excess of a S-porcent tolerance permitted for 
5 percent of the Gulf price. For each 1 pei'cent of overtrades up 
.qdltional 5 percent of the Gulf price was to be assessed. For any 
. excess of 10 percent the penalty was to be a flat 35 percent of the 

Tfce full text of the provisions of the draft memorandum respecting the 
f(nd their disposition was as follows : 

'le overtrader shall pay for the quantity represented by his overtrade 
of his allotted quotas shall be : 

of the overtraded quantity represented by the initial 1 percent of his 
tlon of that 1 percent, in excess of his 5-percent overtrade, the fine 
{the Gulf f. 0 . b. price for tlie equivalent product according to Platt’s 
the accounting period under consideration. 

of the overtraded quantity represented by the second, third, fourth, 
percent or fraction thereof, in excess of 5-percent overtrade, the fine 
5 percent, 20 percent, and 25 percent, respectively, of the Gulf price 
.leulated under (a) above. 

of the quantity of overtrade in excess of 10 percent of the overtrader’s 
be 35 percent of the Gulf price for the product as calculated under 


ibi 


fines by the overtrader shall be apportioned among the undertraders 
respective volume of undertrade.’* 
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(4) When a participant voluntarily retired from the market in 

whole or in part ; . , i . 

(5) When the use of one product developed in such a manner that 
it eventually replaced another product, either wholly or in part. 

In the case of (1) above, the undertrader’s quota was to be reduced 
for the ensuing accounting period by distributing to the other par- 
ticipants “one-quarter of the amount by which his undertrading ex- 
ceeds his 5-percent margin.” Distribution of his loss of quota to 
other participants was limited to “overtraders’ pro rata to their re- 
spective overtrading.”®’^ Tims only those who overtraded were to 
be the beneficiaries of any quota losses by undertraders. Activity 
rather than indolence was to be rewarded in such adjustments of 

quotas.®® , • T 

Revision of quotas resulting from the admission of outsiders on 
such conditions as might be mutually agreed upon by the parties” 
merely carried forward an elastic provision of the Heads of Agree- 
ment of 1932.®® However, the explanatory notes which accompanied 
the draft memorandum make it clear that tlie Achnacarry agreement’s 
basic year for “as is” quotas, 1928, was to be abandoned only when 
necessary to obtain the adherence of important outsiders. 

The acquisition of outsiders was the third reason agreed upon as 
necessitating adjustment of quotas. Acquisitions had always been 
recognized as a desirable means of bringing competitors within the 
cartel’s orbit. But problems arose in handling the quota revisions 
resulting therefrom. 

The 1934 Draft Memorandum of Prijiciples repeated the strict pro- 
vision of 1930 for sharing in purchases of local outside distributing 
concerns.®" In addition, rules for applying this provision under three 
special circumstances were spelled out as follows : 

(a) If the acquiring participant had previously supplied the ac- 
quired local distributor for at least 2 years, it was agreed that the 
acquirer would have the right to retain for his own account a percent- 
age of stock control of the acquired outlet equal to the percentage of 
the outlet’s total supply which the acquirer had furnished during the 
preceding 2 years. The other participants were to be entitled to share 
the balance of the stock control pro rata to their respective quotas.®® 

(&) If the acquiring participant’s quota in any product in the local 
market was less than 15 percent, it was agreed that, by mutual consent 


31 Under the previous Heads of Agreement, the distribution was to be to all Participants 
“who arc not undortradors In .okcgss of their 6-poi'cent margin, pro rata- to their respectwe 

guoj^a^s. complicated earlier scheme of adjusting for undertrading af the end 

of each consecutive 2-ycar period was abandoned in favor of adjustment at the end of 

^^M^tHct^apphcation^of the 1928 “as is’' a^cement respecting quotas broke down when 
it became necessary to give Ilumanian outsiders larger quotas in order to obCain tiieir 
signatures to the 1032 Rumanian agreement. ^ ^ 4 . 1 . 

“Under the 1930 Memorandum for European Markets it was agreed that any of pe 
throe malor parties desiring or having an opporturnty to Purchase a local distribuUon 
concern would offer a pro rata participation to the other parties. The p32 Heads of 
Agroomeut laid down no procedure for handling this matter more specifically than to 
recommend that since the purchase of outsiders is in principle the equivalent admitting 
new members to ‘ns Is’ » such purchases shall be frankly discussed between the 

parties Interested before the purchase Is completed.” , , ^ j 

^ “The full provision of the agreement was: “Should any participant, for a period of at 
least 2 years, immediately preceding the time at which he *1’®' 

tributor, have supplied such local distributor, such participant has the ri^ght to retain for 
his own account the proportion of stock Interest and supplj' represented by his share in 
the supplies of the total requirements of such local outside distributor durina the above- 
mentioned 2 years, the obligation to offer a particlp.ntion of stock interest and svipplies to 
the other participants being limited to the balance, in which all particiimnts ^shall be en- 
titled to participate pro rata to their quotas” (Draft Memorandum of Principles, clause 
XIX). 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


260 


THE INTERNATIONAL PETROLEUM CARTEL 


Ot 


thj 
prod 
fw: 


of 


of the other p; 
such portion c 
quota up to 15 
ing participant; 
quotas only 
product or j 
(o) It was 
(6) would not 
or indirect shaiY 
outside distribu 
pants and pro-^ 
supply outlet { 
Voluntary r 
agreed upon as 
especially trouM 
necessary to p^ 
such as lack of 
compared with 
second place, r( 
only temporary 
party to become 
party raised qu 
drawing party’: 
arrangements v 
An attempt w 
answer these qx 
under- and over 
The former wa 
caxse of the laths; 
ticipant withdre; 
sons otlier than 
the end of any 
whether he wox 
traded during 


'th; 


Pull text of the 
in any product in an 
sent of tile other pa 
business in the produ 
or products to 15 pe 
pnnts shall then be 
businees riequlred as 
percent of the total i. 
” The tirovislons in 
‘The foregoing sli 
tribiiting concern by 
or indirect share in , 
provided always that 
place directly the s 
arrangement in respe 
■’* Ectlrcment for i 
permanent or only te.,, 
pant under an excha;i 
formorly supplied in t 
business reasons openl 
a quota position in t:i 
the retiring party’s sii: 

™ Even temporary 
pants should or wou« 
position of tlio group 
interim. Permanent 
take over the supply, 
and permitted him to 
cash compensation to 


Approved For Re 


t rticipants, the acquirer might be permitted to retain 
the outsider’s business as would bring the acquirer’s 
lercent of the total market consumption. The remain- 
would then be entitled to share pro rata to their 
balance of the acquired company's business in the 
diets concerned.^'’ 

.rther agreed that the conditions described in (a) and 
prevent any participant who previously had no direct 
re in distribution in the market from acquiring a local 
fuj notice was given to the other partici- 

ided that the purchase did not directly displace the 
t any other participant in the main agreement.^’ 
'etirement from the niarket was the fourth condition 
necessitating a revision of quotas. This matter was 
lesqme for several reasons. In the first place, it was 
lermit withdrawals for various good business reasons, 
supply, low profit on sales in the particular market as 
sales m other markets, force majeure, etc.=^ In the 
etirement for whatever reason, whether permanent or 
and whether in whole or in part, caused the retiring 
an imdertrader.=>^ Therefore any withdrawal by any 
estions as to how long and to what extent the with- 
s quota in the market would be iirotected and what 
ivjould be made for offsetting the reduction in supply 
was made in the Draft Memorandum of Principles to 
11 estions by makinir a distinction between, competitive 
f -trading and deliberate withdrawal from the market. 

° to be handled as outlined on page 257. In the 


sr, new rules were adopted providing that if a par- 
w from a market either entirely or partially for rea- 
ttorce majeure, an overtrader would have the right at 
«-month penod to call upon the imdertrader to state 
1 supply to the oveitrader the amount thus under- 
lat ^-month period m return for the overtrader’s pro- 


ild 


mmmmm 

tlio agroement was that — 

iimXwn improvemcmt in. 
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ceeds less expenses.” If tlie undertrader declared his unwillingness 

to supply the overtrader on this basis, it was provided — 

the unclertrador sliatl tie deemed to have voluntarily retired from the market by 

a percentage equal to the drop in his percentage figure over the 3 months, * * * 

or by his final undertrading position at the end of the year, whichever percentage 
Is the smaller. 

In that event, it was agreed tliat the undertrader’s quota for the 
ensuing year would be “reduced by 75 percent of that percentage so- 
undertraded and fines for such overtrading [by others] would be' 
'waived.” « ■ 

These provisions were obviously designed to stimulate effort on the 
part of any participant to furnish the supply necessary to maintain 
his quota. Only.if he was willing to sacrifice his own future position 
could he afford to withdraw, even temporarily or partially, from the 

market. . . i t 

Finally, the new agreement gave special consideration to the adjust- 
ment of quotas resulting from the displacement of one petroleum 
product by another, as, for instance, Diesel fuel oil displacing gaso- 
line previously sold. In such cases it was declared to be the intent 
that the party who previously had the outlet for the displaced product 
‘■‘■should he entitled to an equivalent outlet for the replaced product." 
In practice, this amounted to treating the two products as interchange- 
able for quota purposes. To make the necessary adjustments, cus- 
tomers for the new product might be traded or large contracts might 
be so divided by agreement among the parties as to maintain each 
participant’s over-all “as is” quota for the two products combined.'^’ 

Prices and terms of sale 

The general principle set forth in the draft memorandum respect- 
ing prices was that: 

Prices should be maintained in all markets on a basis which should yield a 
fair return on a reasonable investment, having due regard to encouraging the 
use of petroleum products. It is important, that prices should not be permitted 
to rise to a point whore the buying public is exploited." 

To implement this principle, the “majority rule” for voting on the 
fixing of prices was carried forward from the 1930 Memorandum for 
European Markets. There the “majority rule” had been described 
as specifically applicable to large contracts which the participants were 
to hold against outsiders on an agreed-price basis. In the 193i draft 

" Di'aft Memorandum of Principles, clause XVIII. 

« It was furtlier ngrcorl that tlic percent so lost by the undertrador would be added 
to the quotas of the other participants “who have not undertraded in proportion to such 
participants’ relative percentage performances during the year in question provided that 
such participants are prepared to deliver their proportionate share, of the supplies’’ at the 
compensation less expense price which the undertrador would have been entitled to receive 
had he supplied the overtrader. Ibid. 

« An addendum to the draft memorandum dealt In detail with the method of ad]U.stinent 
to be followed, using the case in which gas oil had replaced gasoline for automotive pur- 
poses as a concrete example. In such case, it was provided that all “participants shall 
have the right to market Automotive Gasoil in accordance with their gasoline quotas,’ 
In markets where the fuel used by Diesel engines for automotive purposes could be accu- 
rately estimated it was declared that: • * the Automotive Gasoil shall he eonsid- 

erod ns a separate product and the rights of the participants to market Automotive Gasoil 
shall for all ‘as is’ purposes bo in accordance with their rights under their gasoline quotas 
in the marl^et In question.’’ 

In markets whore such segregation of gas oil use was Impossible, existing gas oil quotas 
were to bo so revised, “that each participant’s revised quota tor gas oil shall protect not 
only their right to market Automotive Gasoil in accordance with their quota rights for 
gasoline, but also their right to market gas oil for purposes other than automotive In 
accordance with their previous gas oil quota.” Ibid., addendum VI. 

■*” Ibid., elau.se XVI. 

23541—52—18 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Re 

262 T 


ease 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

HE INTERNATIONAL PETROLEUM CARTEL 


memorandum 6 
movements up 
the majority, 

1 percent of q 
suspended only 
that of an ind|i 
“current share’ 
the participani;: 
95 percent “slni ' 
price, except th 
quoted by outs: 
continue only 
gate of the cur 
quota.” It \va^ 
bo sulTicient to 
crease.” Thus, 
except to restor 
A member ci 
prices as he ma, 
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;ie scope of price fixing was broadened to include “price 
or down.” Such movements were to be “governed by 
each participant having one vote for each complete 
i|iotas * * *.” Concerted price fixing was to be 

if the group’s aggregate percentage performance, or 
vidual member, fell below 95 percent of its, or his, 
of the market. If this occurred, it was agreed that 
s or individual participant whose share fell below 
II have liberty of action regarding changes in selling 
jat the selling price may not be reduced below the price 
ders less 20 percent.” This liberty, however, was to 
lintil “the group’s percentage is restored to the aggre- 
jcnt quotas and no participant is below his individual 
further agreed that thereupon : “a m'ajority vote shall 
increase' selling prices and to establish the actual in- 
there was to be no individual freedom of price action 
“as is” quota positions, 
cjuld act independently, taking such action as regards 
,y deem desirable, if he felt that his investments as a 
market would be detrimentally affected by the opera- 
•i[ity vote in connection -with prices.*' But this escape 
apparent than real, since in no case was a participant 




* * '“ entitled 
giving the other pk- 
an opportunity bei 
without all partici] 
amount and scop 
business to which 


Thus, the priji 
discussion of p 
markets. These 
consumption as 
latter, arranged 
The former inclii 
to other market 
outsider’s the di.- 


It is agreed tha|t 
none of the parti 
such sales.'*® 


The except ioi|i 
refineries could ' 
ket involved : 


except for supply j: 
determined, sales 
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Draft Memorandjii 
Draft Momoranqi; 


jto effect a change in prices, discounts, or allowances without 
rthipanis notice of their intention to change selling prices and 
ling afforded for discussion of the- contemplated change, nor 
ipa^its being informed, prior to any change in price as to the 
h of such change and tlie points at which and the class of 
such change shall apply.'*' 


cing system combined open price reporting and open 
roposed prices with binding price agreements in local 
general pricing provisions were to apply to sales for 
distinguished fi'om sales between participants. The 
for mutual convenience, were at all times permissible, 
ided not only sales directly to consumers but also sales 


ers, some of whom might be outsiders. 


In regard to 


aft memorandum stated : 

except as provided for in addendum I on sales to outsiders, 
lipants to this agreement shall, directly or indirectly, effect 


in addendum I w’as to the effect that sales to outside 
[be made with the consent of the members in the mar- 


ng a position actually established, as per a schedule to be 
[of crude or finished products shall only he made to outsiders 


of each participant’a vote was determined by the size of his quota, 
s method of voting, see p. 232 above. 

was defined as follows: “Current share for the whole group (or the 
ijit, as the ease may bo) is to bo defined as the distribution quota of 
that of the Individual parti elpnnt ns the case may be) unless, during 
ately preceding the month in question, the percentage performance in 


I’hole group (or the individual participant as the case may bo), is 
his) quota, in whicli case ‘current share’ is to be defined aa the per- 
of tho whole group (or the individual participant) during the said 
emorandum of Principles, clause XVI. 

^mounting to an escape clause available to any participant at any time, 
h general terms that It could cover a case in which a participant was 
ijther a price increase or a price reduction determined by majority action 

.im of Principles, clause XVI. [Italics added. 
urn of Principles, clause XX. 
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bv consent of the participants who are operating In the market to which such 
crude or finished products are destined, or, if the destination is unknown, by the 
consent of all participants.'"' 

The reason for permitting sales to outside refineries at all was to 
prevent them from being supplied by outside crude producers . 

It is recognised tlint there are certain refineries in various countries that have 
a position in the market and while it was not the intention to improve that 
position neither is it the intention to deny to the participants the right to sell 
crude to such refiners and thereby forcing the crude supply outlet to outside 
suppliers."" 

Under the procedure laid down, the participants were to establish 
annually a list of outside refineries to which they would sell crude oil 
to prevent ^^forcing the crude supply outlet to outside suppliers. 

They wore also to determine but not “improve,” the position of the 
outside refiners. The next step was to allocate this quantity to the 
various members. This was to be done in proportion to each partici- 
pant’s “over-all percentage in the total consumption of all products 
in the market in question.” “ A similar procedure was laid down to 
cover the sale of refined products to outside marketers.=^ Finally, it 
was agreed that “except as hereinbefore provided for, no participant 
shall he free to sell to outsiders either crude oil or finished products. 

Sales to outsiders were likely to fall in the category of large con- 
tracts. In regard to such sales, the members were to discuss and 
ao’ree upon pnees and selling conditions among themselves. Wher- 
ever possible,, the previous supplier was to retain the contract. Ihis 
provision applied to contracts with Government agencies, municipali- 
ties, public institutions, cooperatives, and all other large consuniers. 

If through cooperatives or similar groups customers combined their 
purcliJises in sucli ti way tliat a participant was picvcnted. from sup 
plying a previous customer, it was provided that — 

tbo participant or partlcipanta having obtained the business so lost [shall] com^- 
pensate the losing participant or participants by ceding an equivalent customer. 

The purpose of these provisions regarding large contpets and sales 
to outsiders is clear — to set up a way of excluding outsiders and allo^- 
cating to the members the total supply in accordance with their as is 
position. The “as is” position of independent refiners and marketers 
was to be recognized only to the extent necessary to prevent them from 
becoming market outlets for outside suppliers. If outside suppliers 
could be excluded, the control of the cartel over outside refiners and 
marketers would bo complete, and no independent refiner or marketer 
could exist except by unanimous consent of the cartel members. 

« ■TnT.opnt” w.as dt'flned as follows : “ ‘Consent’ means that the parUclpanta shall agree 

nn AatiTYintp in advaiico of each year of the outside buyers to ■whom the participants can 
^mffinUv^ell in each market involved (always exceptin^g the 

volumf Included ta the established position of the participants as covered in the schedule 
referred to above).” Draft Memorandum of Principles, addendum I. 

“ If 'anv*^ nlrtldpant elected not‘'to’''^quote on his allotted quota, or .any part thereof, 
then shall be divided pro rata between the other participants, 

‘’‘'“iuch^ialLrX"? tto^thosftacMed by“-thc schedule covering positions actually 

pRtnbli'?lied reouired coiiBent of the partlca, and the right to supply 

so consented to was to be offered “pro rata to the distribution of quotas of 

fm* thp nrodnet and the market in question.” Such offers wore to be accepted or rejected 

promptly by each participant, and the remaining participants were to be entitled to share 

the quantities so rejected pro rata to their quotas. Ibid. 

Italics added. . , , , vt?- 

w Braft Memorandum of Principles, clause XV, 
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Competitive m^rJceting expenditv/res 
Tlie draft mlemorandum placed great emphasis on the necessity of' 
necessary sales costs, particularly advertising expenses 


eliminating un: 

With a view to 
pants hereto to s 
certain items of 
possible, agreed i^i 
being submitted 
essary duplication 
button and thus p' 


Addendum 
provided a spe 
'With respect t(j) 
each market wa| 
which was to 
expenditures a 


reducing unnecessary expenditure and thus enable the partici- 
nbply the public at lower costs, it is agreed that budgets covering 
capital expense and advertising budgets, should be, insofar as-- 
jPon for each market by the participants in that market before 
• consideration to London with a view to eliminating unnec^ 
or expense which only serves to increase the cost of distri- 
laces an unnecessary burden on the consumer." 


y. 


entitled “Economy in Competitive Expenditure,”' 
([jific procedure to be followed in formulating budgets.. 

new equipment for distribution, each participant in. 
s charged with the duty of compiling an annual budget 
be screened by the other members for unnecessary 
ijid then forwarded to London for review : 


:rit 


Before .submitti| 
items between the: 
ing such equipme: 
to avoid expenditb: 
expenditure by on 
that the participani 
Ixjndon for revievsl 
for expenditure u 


A similar prc 
expenses, with i, 

mutually elimina :: 
l)enscd with withf- 

^ ^ >K 


ng the budgets to London the participants must discuss these- 
|nselves, and ascertain to what extent, by cooperating in install- 
items can be eliminated from this preliminary budget, so as 
re by one participant being offset and canceled out by similar 
e or more of the other participants. It may be found either 
ts can agree and reduce the budget which they will submit to- 
or that a difference of opinion may exist as to the necessity 
t^der certain headings by one or more participants." 

'cedure was to be followed with respect to advertising 
view to — 


1. Road signs a 

2. Newspaper a 

3. Premiums to 

4. Novelties, su. 
weights, etc. — to 

5. Number and 
reduce unnecessar; 


be 


® Draft Memorandp 
Ihid., addonduin 
This procedure « 
subject to the deelartJ 
“While It Is realfd 
the Introduction of ni 
of advertising ))udgef 
advertising and puM. 
Memorandum of Prinp 
“An explanatory 
specific instruction ; 

“The procedure fo 
penditure of the natjii 
otlK.r reprosonatives 
the vpnr intin (heyon,. 
local discussion) ma-' 
■with regard to Draft 
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Ing such items of advertising expenditure as can be dls- 
ut detriment to the normal sale of eacli participant’s prod- 


The following advertising items were specifically cited as subject to- 
reduction : 


lid 


billboards — to be reduced or eliminated, 
dvertising — to be kept within reasonable limits, 
pacing drivers — to be reduced or eliminated, 
h as cigarette lighters, pens and pencils, calendars, paper- 
reduced or eliminated. 

tjype of signs placed at dealers’ garages — to be standardized to 
expenditure. 


Other adverti sing items were also to be discussed and the whole ad- 
vertising progn,m, as agreed upon locally, was then to be forwarded 
to London for : 

A year later j 
to constitute a 
“addition,” dat^ 
in which it was 


review." 


' all 


11 “addition to addendum V” was adopted and declared 
|)art of the Draft Memorandum of Principles. This; 
d October 28, 1935, stated that occasions had arisen 
found necessary for a participant to amend a budget 


[Italics added.] 


m of Principles, clause XXI. 

V. 

was to be followed in all countries, and with respect to all products, 

T tlon that : 

fjod that conditions vary greatly in different countries and that upon 
products or now brands it may be Impossible to make a comparlsoni 
s for such new products or brands, nevertheless all other items of 
Icity can by agreement be materially reduced. ♦ * *.'’ Draft 

dpies, addendum V. 

jnote accompanying the draft memorandum contained the following 

Implementing the exchange of details of intended competitive ex- 
Lire specified should at the first opportunitv be agreed locally with 
tn order that before the end of October 1934 the agreed budgets for 
d which no expenditure of this kind is to take place without previous. 
' be forwarded to London on the agreed lines.” Explanatory notes; 
Memorandum' of Principles. 
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figure previously agreed upon. It was, tlierefore, understood between 
the participants that — 

* * * the provisions of addendum V would apply to the amendments just 

as to the original budget and that consequently no material change should he 
made to an agreed Uidget without f ull discussion of the other participants. 

The draft memorandum stated that the purpose of these 
■sions “was to enable the participants hereto to supply the public at 
!lower costs.” Addendum V stated that it is “as much the interest 
'of the consumer as of the participants that distribution of petroleum 
products is maintained whilst combining the greatest efhciency with 

(the greatest economy.” . 

Smce under the cartel all members quoted the same price to any 
given buyer, competition in terms of price had been virtually elimi- 
nated. Hence, whatever rivalry existed among the members could be 
manifested only in terras of nonprice competition, and in the petro- 
leum industry principal media of nonprice competition were distribu- 
tion facilities and advertising. Thus, a cartel agreement which began 
as an attempt to limit production and fix prices was widened to include 
detailed restrictions on the number and kind of distribution outlets 
and on the volume of advertising expenditures. 

^Operations under the draft menvoraTuiu/m 

The Draft Memorandum of Principles, adopted in June 1934, con- 
tinued in subsequent years to be the charter of the three major com- 
panies in making local market agreements. In accordance with the 
■declared policy and procedure, previously negotiated local agreements 
were not disturbed until their termination; but then an etlort was 
made to renew them as nearly as possible along lines of the memoran- 
dum. . . . T , ,, 

The activities of the major participants to implement the main 
agreement were carried out under the supervision of a London com- 
mittee consisting of one representative of each participant. The mem- 
orandum provided for the setting up of this cornmittee with proad 
powers “for the purpose of carrying out the provisions of this mem- 
orandum.” It was agreed that to it “shall be- referred all matters of 
disputes covering the interpretation of this memorandum, or any other 
.questions which may arise as regards the operation of this memoran- 
dum.” A duty specifically assigned to the committee was the arbitra- 
tion of all disputes arising among participants in local markets.®” In 
general, it was agreed that : 

It shall be the duty of the committee to cement and coordinate the relations 
between the participants with a view to obtaining the maximum cooperation, 
and the committee is authorized to set up such machinery as it deems advisable 
for the Interchange of such information and statistics as may be required, and 
in general do all things necessary toward the proper functioning of this arrange- 
ment.” 


w (Italics added.) The addition also stated that It had been found in nractlee that dis- 
cussion of budgets In advance was Insufficient alone to achieve the intended purpose. It 
was^ therefore agreed “that at intervals during the period covered by the budget, the pai- 
tlcipante should exchange full information ns to the progress of the spending of the 
amounts which have been agreed and further that as soon as possible after the close of 
the period an exchange should be made showing the figures which have actually been 

^6"^ ‘‘^f6’'m\;m'bers®oFtho'^comjStteo TOpresenting the Interested participants were able 
to agree on an equitable solution of the dispute, or if aU members WCTe ill agreement on a 
question of interpretation, it was agreed that tlieir decision was to be binding on all 
participants. « , , , , 

Draft Memorandum of Principles, clause XXII. 
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, this notice should have ended cooperation of Stand- 
tey interests under the draft memorandum. However, 
agating committee of the Swedish Riksdag in 1947 
of continued cooperation among the three major inter- 
[nies in later years. This committee cited documentary 
m December 1938, Standard, BP (Anglo-Iranian), 
jaco agreed that a new agreement should be made to 
ish market, and that such a new draft agreement was 
[bruary 1939, but was not formally signed. In evaluat- 
ship of this new local agreement to the Draft Memo- 
ciples, the Swedish committee stated : 


It appears froii. 
companies notifleil 
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Sweden as well as 
necessary to stat4 
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alteration was thin 
had been generally 
that the companlei 
the draft inemon 
necessary for the 


correspondence placed at our disposal that one of the concern 
its daughter enterprise in April 1939, that the Draft Memo- 
iles which has been applied for the three major companies in 
in other countries had, for reasons which they did not consider 
formally been canceled. However, the Intention had not been 
he cooperation should in reality be changed. The only actual 
t, while the draft memorandum had been a document Which 
applicable In all countries, matters must now be so arranged 
!s had to reach their own agreement on about the same lines as 
andum, but with the modifications which had proved to be 
adaptation of the local conditions.®’ 


The Swedish! 
it was not unti' 
companies had- 


been Informed by 
question [Swedisl 
ments might be a 

It appears tha< 
same investigai i: 
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Ibid., p. 42. 
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terms at some length, 
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early part of 1938, verbal notice was given, in accordance with 
aft Memorandum of Principles, of termination of that agree- 
:ies that may have survived came to an end in September 1939, 
outbreak of the war. Tliey were never resumed.^ 


investigating committee further found evidence that 
1942 that the Swedish subsidiaries of the American 


the parent companies that agreements of the kind now in 
local agreements] must no longer be made because such agree- 
: variance with American antitrust legislation * * 


even then cooperation did not entirely cease for the 
ing body found that as late as 1943 some company 
in Sweden had discussed an adjustment of over- and 


and that, at tlie end of 1946, negotiations were con 


prices, rebates, and other selling 
leemeiit called selling conditions.®' 


conditions and that they 


there may have been no formal comprehensive inter- 


Even though 

national agreeijient after 1938 or 1939, the 
apparently of ' ’ ’ ' 

toms, to be ob^i 
particular marl:( 


as IS 


principles were 


sjuch a durable nature as to be regarded as trade cus- 
erved as the basis for subsequent arrangements in 
:ets. 

^r years enemy-controlled markets were closed, short- 
ing were general, exports were controlled by license, 

(Ne-W Jersey) letter July 7, 1950, signed A. C. Minton, secretary, 
't Memorandum of Principles provided for termination of the agroe- 
previciis notice, -which may bo given at any time.” 
ort (1947), ch. XII, p. 24, mimeographed translation. 

1^1 44. At another point In .the Swedish report this document was 
“Selling conditions as from January 1, 1947.” After reviewing Its 
I, the Swedish committee concluded that “the selling conditions must 
iraeterlzcd as a price agreement" (ibid., pp. 26-28). 
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and formal cartel agreements were necessarily largely suspended. 
These conditions prevailed in some countries for varying periods after 
the termination of hostilities. 

During the war period the leading American, British, and Dutch 
companies all cooperated closely in programs laid out by their respec- 
tive governments to supply the oil needs of the Allied and neutral 
countries. These programs and the way in which the oil companies 
functioned in them varied in different Allied countries. In Great 
Britain, which became the seat of the Dutch Government in exile, the 
principal British, Dutch, and American oil companies operating in 
the United Kingdom formed by agreement what was known as the 
Petroleum Board.“ Tkis Board was described in the British trade 
press of the time as a voluntary private commercial body which had 
no direct connection with His Majesty’s Government, but which, at 
the request of the British Government early in 1939, formulated plans 
to assure adequate supplies of motor fuel and lubricants with the 
utmost economy of transportation, storage, and distribution facilities, 
and manpower in case of emergency. Under this directive, two pool- 
ing plans were developed, one for motor fuels and one for lubricants. 
These pools were characterized as “by the industry for the industry.” 
Later, after the plan was approved and ordered into effect by the Gov- 
ernment at midnight September 3, 1939, the Board’s membership, 
according to the British Secretary of Mines, consisting of nine mem- 
bers representing — 


substantially the whole of the petroleum industry so far as it relates to the 
importation, storage, and distribution of oil products — 


and its staff was drawn from all companies, both large and small.*^ 

The Board, and tlie separate companies whose products it handled, 
had the responsibility for obtaining supplies from abroad, refining 
them, and getting them into the United Kingdom. There the Board, 
acting to all intents and purposes as a single marketing company, 
pooled all supplies and sold them through its likewise pooled whole- 
sale distribution facilities. The pooled products were sold to garage^ 
and to commercial consumers, much as the individual companies had 
previously done.®® 

The guiding principles underlying the operations of both the motor 
fuel and lubricating oil pools were described as the avoidance of waste 
and observance of the “as is” principle that “all concerns in the scheme 


<50 The Petroleum Times, November 18, 1939, p. 531, states that the Board was formed 
orifflnally by agreement among Anglo-American Oil Co., Ltd, (Jersey Standard) ; National 
Benzoic Co., Ltd., Shell-Mox., and B. V., Ltd. (Royal Dutch-Shell and Anglo-Iranian) . 

07 The Petroleum Times, October 28, 1939, l>. 456, stated regarding those pools : “No new 
ministry controls the pools ; no now Government department is set up ; and no host of 
officials is recruited ignorant of the oil industry’s special aspects. It is inevitable from 
the peculiar structure of the British oil industry that the few outstanding companies must 
predominate in any such schemes and their controlling personnel, but wc know it to be 
correct that in the evolution of these plans the Inderiondonts have rightly had their say, 
and now have their place in the wartime carrying out of the pools. i.. . 

•“Conceived in secrecy, these schemes have remained shrouded, even to this oournal. 
Naturally, we have taken stops to remedy this deficiency in our knowledge, and the docu- 
ments in our possession make it clear tliat much of this secrecy is unnecessary, and that 
the schemes are based on principles of ethics and fairness for all throughout; there is 
little tliat need not be revealed in full to the trade.” 

•58 Ibid., pp. 529 and 531. . j i ^ • 

«»The motor fuel products covered by rationing, with which the Board had nqthmg 
to do except to collect and cancel coupons issued by the Government, included aviation 
spirit, motor spirit, benzole, kerosene, white spirit, gas oil, Diesel oil, fuel oil, and asphalt. 
The Board also supervised a lubricating oil pool which was operated separately irom the 
motor fuel pool. The latter was described as purely an importers’ pool which operated 
through a less extensive distribution organization to sell its pooled products in a similar 
manner. Sec Petroleum Times, November 18, 1939, pp. 530 and 531. 
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:e in proportion to tlieir stake in the industry during 
qualifying period.” Beyond this, the functions of 
to do largely with import requirements, price fixing. 
Thus during the war and for more than 2 years after 
hostilities, the Board’s activities in the fields both of 
ipply and local distribution were carried on with the 


Government sanction, 
ue conditions continued to prevail after December 31, 
jdate the motor fuel and lubricating pools ceased func- 
of the Government’s wartime program, and products 
under brand names. Some of the functions previously 
f]lie Board wore taken over by two new committees set 
stry of Fuel and Power. Cooperating industry com- 
jwitlx Government sanction, continued to function with 
supply and distribution. In reviewing the new post- 
nte, the London Economist stated in August 1947 : 
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Ibid. 
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will deal with * the supply of oil from overseas, the 

terling area sources, tanker shortages, and the like. The 
^ith the supply, refining, and distribution of oil in this coun- 
rangements will also include a consumer’s council with an 
■plan, representatives from the oil companies, and user indus- 
ess obvious reason — from the Trades Union Congress. Gov- 
■ prices, Imports and iietrol rationing will continue as before.™ 

f petroleum products available to oil-importing neii- 
uring the war was largely controlled by the British, 
Dutch international oil companies, likewise acting in 
ih their Allied Governments, while the local distri- 
iupplies was subject to such regulation as might be 
^eutral governments. The only detailed study of car- 
representatives of international oil companies in a 
during the war and the early post war period is the 
iment’s oil report cited above. TLese activities, to- 
h information as is available respecting activities in 


tries, are discussed in more detail in the next chapter. 


summary 

tiqnal oil agreements, dated from 1928 to 1934, and the 
tivities to implement these agreements through local 
tier ways, have been the subject matter of this chapter, 
ivers in all of these international agreements, and in 
lent them, were the three major international groups 
y, namely, the Standard Oil Co. (New Jersey) group, 
i-Shell group, and the Anglo-Iranian Oil Co., Ltd. 
lo-Persian Oil Co., Ltd.) group. Each of these is a 
^ated oil group consisting of a central controlling 
; subsidiary and affiliated producing, refining, trans- 
arketing interests. In addition, each of these groups 
interest with each of the others and, in some instances, 


8, 1939, p. 529. 

[his account states that under the llconalng system which became 
1939, “any person other than the Petroleum Board who wishes to 
oleum products or benzole must obtain a license from the Secretary 
to be subject to such conditions as to grade, quality, and price as 
s shall deem necessary.*' 

-Ugust 23, 1947, p. 339. 
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with outside interests,” through joint ownership of reserves, through 
joint-control of producing, refining, and marketing facilities, and, 
through agreements for the purchase and sale of crude oil and re- 
fined products. 

The immediate background for the first international agreement in 
1928 was a price war between Royal Dutch-Shell and Standard Oil 
Co. of New York in India in 1927, which promptly spread to the 
United States and European markets, where it severely affected, or 
threatened to affect, the financial interests of all major and minor 
companies. After this controversy was settled, the heads of the three 
major groups met and negotiated the Achnacarry agreement of 1928. 

This agreement was essentially a declaration of principles and 
procedures by which the three majors hoped to forestall in the future 
similar outbreaks of competition, both among themselves and with 
others. The heart of this agreement was a group of seven principles 
to govern group action. These principles, collectively called “as is,” 
were : 

(1) Acceptance by the participants of their “present [1928] 
volume of business and their proportion of any future increase 
in consumption.” 

(2) Joint use of existing facilities. 

(8) Construction of only such additional facilities as were 
necessary to supply increased demand. 

(4) Production to retain the advantage of geographical loca- 
tion on the basis that “values of products of uniform specifica- 
tions are the same at all points of origin.” 

(5) Supplies to be drawn from the nearest producing area. 

(6) Excess of production over consumption to be shut in by 
producers in each producing area. 

(7) Elimination of any competitive measures or expenditures, 
which would materially increase costs and prices. 

These principles were never formally abandoned. On the contrary, 
in subsequent agreements intended to implement them in whole or in 
part, “as is” was said to bo of such a durable nature that failure of 
the subsidiary agreements to accomplish their objectives, or even their 
total abrogation by some parties, should not prevent further joint 
effort to find a basis on which to make “as is” effective. 

In 1928, the world’s principal developed reserves and production, 
outside of Russia and the United States, were largely controlled by 
the three participants in the Achnacarry agreement. The basic 
assumption underlying this agreement was that world production 
might be fitted to consumption and world prices thereby controlled if 
these companies {a) by agreement limited production and exports 
from the areas which they controlled; (5) found a way lawfully to 
control exports from the United States, where diverse ownership and 
the antitrust laws made direct control of production by agreement 
impracticable, and (o) found a way to control the competition of 
Russian oil in world markets. 

Efforts from 1928 to 1930 were directed primarily toward controlling 
world production and supplies from all three of these sources. Private 

■^3 “Outside interests” is used here to designate integrated and nonintegrated companies 
outside the direct corporate control of any one or more of the three major international 
companies. 
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limit production were negotiated with outsiders in 
untries. Russian competition, however, still continued 
me, especially in European markets. In the United 
ays of controlling production and exports were sought. 
I’etroleum Institute sponsored proration of production 
’s and sought both State and Federal sanction for its 
tiservation measure. This movement later developed 
of interstate oil compacts sanctioned by the Congress 
m measure in the national interest. A few years later, 
il companies similarly urged world-wide conservation 
for private agreements to limit production in foreign 
s conservation became the cartel’s slogan at a time 
flood of international production threatened to depress 


States, the conservation movement was supplemented 
formation of Export Petroleum Association, Inc., as a 
ijtuted Webb Act association. This organization was 
ican exports and fix the “f. o. b. Gulf” prices, which 
^ternational companies had agreed should be the base 
etermining the value of oil products of uniform speci- 
orld markets. When Export Petroleum Association’s 
anable to agree upon prices among themselves, due to 
ence, and the legality of the proposed price-fixing 
(^estioned, the association’s activities collapsed in No- 
^hereupon, the 1930 Rumanian agreement, the success 
'ed upon the enhancement and maintenance of Ameri- 
:s, also came to naught. 

les of the three principal international companies dur- 
years of operation under the Achuacarry agreement 
make it clear that their control over the major sources 
cjutside the United States and Russia was, by itself, in- 
e as a basis for world-wide stabilization of the market, 
always agree among themselves, and there was an in- 
'ortant uncontrolled fringe of producers and marketers 
onalities who were not bound by the main agreement, 
f outside producers seldom were world-wide ; but, by 
fhtly under the cartel’s prices in those markets in which 
ijrested, the outsiders became the beneficiaries of the 
If the cartel sought to drive such unwelcomed out- 
out of one market by price competition, the inde- 
e tactical advantage of being able to retaliate in other 
R they previously had not been factors. The effort to 
'ustry through a single world-wide agreement, there- 
ted the difficulty of alining diverse interests under a 
i|it, and the insufficiency of the dominant position of 
in world production and distribution to serve as the 
e cartel controls in local markets, 
e conferred late in 1929 in an effort to implement the 
eir 1928 agreement. The result was the Memorandum 
larkets of January 20, 1930, in which the three major 
iompanies set out the terms upon which they agreed to 
attacking the problem of world control (a) through 


The Rumanian agreements of 1930 to 1932 are examples. 
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iagreements among themselves and with others to control production 
in particular producing areas and (i) through marketing agreements 
involving themselves and others in particular consuming countries. 

• The first attempt under the expanded plan was the formation of a 
new Kumanian agreement in 1930, under which all Eumanian pro- 
ducers agreed to limit production and fix prices for oil from the 
Eumanian field. The success of this agreement hinged upon finding 
markets for Eumania’s controlled production largely in European 
countries at prices satisfactory to Eumanian producers. As already 
indicated, the Eumanian agreement fell when Export Petroleum As- 
sociation, Inc., was unable to agree on “f.o.b. Gulf” prices and became 
inactive. Thereupon, Steaua Eomana, an affiliate of Anglo-Iranian, 
withdrew from the Eumanian proration scheme. 

Concerted effort to bring Eussian and Eumanian independent pro- 
duction under control and find a market for it at prices fixed by local 
marketing cartels formed in accordance with the 1930 Memorandum 
for European Markets, however, did not cease. Partial cooperation 
by the Eussian trading company was obtained in some markets, and 
a new Eumanian production agreement was made in 1932, which the 
Eumanian independents signed only on condition that they be given 
a larger production quota than they would have been entitled to with 
the j^ear 1928 as the base. This constituted a departure from the 
“as is” procedure previously laid out in the Achnacarry agreement. 
Furthermore, during 1930 to 1932 local marketing agreements to which 
outsiders were admitted proved difficult to conform to “as is” as set 
out in the Achnacarry agreement and the Memorandum for European 
Markets. This was so because of numerous concrete problems of 
procedure in sharing markets, fixing prices, making financial adjust- 
ments for under- and over-trading and adjusting quotas in markets 
where a participant entered a local market in which he had not pre- 
viously sold, or where a participant acquired a previously existing 
independent outlet in a local market in which he already was selling. 

The development of rules to solve these problems was attempted in 
a new international agreement known as Heads of Agreement for Dis- 
tribution, which was adopted oh December 15, 1932, at a meeting 
attended by representatives of Socony- Vacuum, Standard Oil Co. 
■(New Jersey) , Anglo-Porsian, Shell, Gulf, Atlantic, and Texas.'^® The 
new agreement provided greater elasticity in the application of the 
Achnacarry agreement’s quota provisions by setting out in detail 
the manner in which the participants to the main agreement would 
contribute from their quotas in local markets to make room for larger 
production quotas granted to outsiders, as had been done in the case 
of Eumanian producers. Other revisions and additions made it clear 
that the revised international understanding covered the following 
points : 

(1) That the principle of “as is” was to apply to every coun- 
try or area of the world, except the United States, 

(2) That it was to apply to supply (i. e., production and ex- 
ports) and distribution of crude oil and refined products. 


A representative of Sinclair Oil Co. was also recorded as having telegraphed his 
Inability to attend. 

Both production and distribution quotas previously wore based on the performance 
of the parties in 1928. 
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(3) Thit supply “as is” would be handled by a committee 
sitting in S^ew York. 

(4) Thit distribution “as is” would be handled by a com- 
panion committee sitting in London. 

( 5 ) Th it the activities of these two working committees would 
be coordinated through a central “as is” committee sitting in 
London. 

(6) That all disputes arising under the Heads of Agreement 

would be decided by a central “as is” committee which would also- 
provide rules for meeting problems arising as a result of new 5 

factors or changing conditions in the industry. 

Thus machi iery such as had not previously existed was provided^ 
for coordinating world-supply agreements among the major inter- 
national companies with local marketing agreements to which out- » 

siders were also to be admitted. 

During the next year and a half, comparativeljr little was accom- 
plished in further cartelization under the Heads of Agreement be- 
cause, with American production uncontrolled, f. o. b. Gulf prices,, 
which, by international agreement, were the base prices for comput- 
ing European market prices, fell as low as 30 cents per barrel in 
May 1933. T ie disgusted independent Eumanian producers there- 
upon refused to observe their agreement to limit production, and 
shipped a few cargoes to markets as distant as Canada and Australia. 
Resistance to local marketing agreements based on “as is” also arose 
in European consuming markets. 

Shortly thei'eafter, however, United States Gulf prices were ad- 
vanced under the NRA Code of Fair Competition from 50 cents in 
July to $1 per barrel in October 1933, and became stabilized at that 
level. Thereupon, in February 1934, it was reported that the 
Rumanian producers were as willing as ever to control their pro- 
duction provic'ed foreign production and prices were brought under 
control. 

In the meantime, the three major international groups had tight- 
ened their joint control over reserves and production in Venezuela 
and the Middle East and continued their dominant position in- 
Rumania and che Far East. The development of local market agree- 
ments became feasible again. b 

Past experience had demonstrated that although the “as is” prin- 
ciples nimht be strictly controlling with respect to relations among 
the Big ITiree, the diversity of interest of independents with whom 
these companiiss necessarily had to deal in local markets was such as 
to necessitate regarding those principles as ideals to be attained as far- 
as practicable, but not to be insisted upon too strongly in dealing 
with outsiders, For this reason, as well as to clarify the positions of 
the principles with respect to each other, a new agreement known as 
the Draft Memorandum of Principles was negotiated in June 1934. 

This agreement, the fourth, longest, and last of the prewar inter- 
national understandings, was essentially a restatement of the “as is” 
principles of p revious agreements. New material dealt largely with 
procedural amendments and detailed rules for the application of the 
principles in all markets of the world except the Unrted States and 
any other countries where their application by agreement would be 
unlawful. The new rules dealt largely with special conditions under 
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which the application of “as is” had proved troublesome in the past. 

Specifically, it was agreed that — 

(1) Local agreements to which outsiders were admitted were 
to be regarded as wholly separate from the draft memorandum, 
and outsiders were to haye direct knowledge of the main agree- 
ment only to such extent as the London executives of the major 
parties might direct. 

(2) In any market whore all parties to the main agreement 
already wore, or might subsequently become, members of a local 

^ cartel including outsiders, the major parties might unanimously 

agree that the local cartel would override the memorandum for 
that market for the duration of the local agreement. 

(3) Two types of quotas for the participants were to be set 

# up in each local market, one covering the total quantity supplied 
by each participant, including sales to other participants and 
approved outsiders, and the other covering only quantities actu- 
ally distributed by each participant. 

(4) Fines assessed against excessive overtraders were to be 
apportioned back to un&rtraders on a more equitable basis than 
had been provided under previous agreements. 

(5) Quotas were to be adjusted for each of the following 
reasons : 

(a) As a penalty against undertraders who, for any ac- 
counting period, refused to furnish to overtraders the quanti- 
ties required to keep the quotas of all participants in balance; 

( J) When new members were admitted to the local agree- 
mente ; 

(c) When a participant acquired an outside outlet by 
purchase ; 

(d) When a participant voluntarily retired from the 
market ; 

(e) When one product replaced another in use in the 
market ( for instance, if Diesel fuel oil replaced gasoline) . 

(6) Under certain conditions specifically described, the general 
rule that price movements, either up or down, were to be governed 
by a majority vote of all participants in each local market was to 

4 be suspended, but even at such times, the practice of open price 

reporting and discussion of proposed prices in advance was to be 
followed. . 

(7) After a specified date no competitive expenditures for ad- 

* vertising and sales promotion and for capital investment for facil- 
ities were to be made except in accordance with budgets previously 
approved by the cartel’s London committee. 

This partial review of the various international agreements indi- 
cates that from the comparatively simple proposal of the Achnacarry 
agreement in 1928 to stabilize the world market by controlling pro- 
duction and exports there was evolved in 1934 an international agree- 
ment w’hich contemplated detailed restriction of production, division 
of markets, price fixing, restriction on the number and kind of distri- 
bution outlets, and the elimination of competitive expenditures for 
market facilities and sales promotion in local markets. 

So fiir as the record shows, the three prime movers in the formation 
of the international agreements, from Achnacarry in 1928 through the 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Re 


ease 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


274 


THE INTERNATIONAL PETROLEUM CARTEL 


mt 


the 


Draft Memorali 
national comp; 
other imports 
formulated 
local markets, 
loader among 
of its withdrai’ 
that any actiiii 
outbreak of tm 
ferred that ca: 


war. 


ndum of Principles in 1934, were the three major inter- 
(inies. This appears to have been true even though some 
American companies sat in the conferences which 
later international understandings having to do with 
Jersey Standard, which appears to have acted as the 
0 American companies, states that it gave verbal notice 
v’al from the draft memorandum agreement in 1938, and 
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fitish and Dutch cooperative relations were by no means 
tandard’s withdrawal, and American companies contin- 
:e to some extent both during and after the war. In the 
)m an industry committee, acting with the approval of 
Hovernment, set up and operated a wartime pooling 
■national supplies and local distribution modeled quite 
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as is” principles, and in Sweden, a neutral country, it 
L942 that American companies informed their subsid- 
1 agreements of the type made under the draft memo- 

0 longer be made for the reason that they might be in 
American antitrust laws. Even then, cooperation did 

rse, for a Swedish investigating committee found- that 
Linder- aud over-trading in accordance with “as is” was 
-.943, and that in 1946 prices and terms of sale for the 
' agreed upon. 

) years of cumulative effort to operate and extend con- 

1 various international agreements apparently estab- 
ice of the durable nature of “as is” principles, so that 
ce among the corporately interrelated international 
practically a custom of the trade.^^ The development 
dve atmosphere was favored by the intricate maze of 
.1 other relations developed over the years among the 

large international oil interests. 


4f 


tL] Californla-Texas Oil Co., Ltd., was formed after Standard Oil Co 
lied to reach an agreement with the Shell, Jersey Standard, and Anglo- 
Ithe marketing of Bahrein crude, the Petroleum Times, July 4, 1936 
le situation as follows : , " ■*, j-oou, 

tivo companies, the amalgamation Is highly sensible, each 
other in Its basic requirements [Standard had nroduction, Texas had 
I], 'While from that of world oil circles the advantage of the merger Is 
.8 being sound, stable, and conservatively managed, It assures that 
may eventually come from countries now 
Standard of California, will have assured and regulated outlets and will 
^le danger of upsetting the equilibrium of international markets.” 
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CHArTER IX 

CASE STUDIES IN THE APPLICATION OF MARKETING 
AGREEMENTS IN SELECTED AREAS 

The structure of control and agreement in the international petro- 
leum market was made complete during the intorwar period by the 
organization of local marketing cartels, based upon “as is” principles, 
in most countries of the world. The elements of this structure have 
been shown in the previous chapters of this book as_ including — 
(a) The predominant and strategic position of seven international 
oil companies in the ownership of world petroleum reserves, produc- 
tion, refining capacity, and transportation facilities. 

(&) Joint ownership by these companies in affiliated and subsid- 
iary companies in all parts of the world, particularly in the Middle 
East, and in all phases of the industry. 

(o) Crude-oil sharing arrangements in important producing 
regions. 

(d) The development of agreement upon a philosophy and strategy 
of cooperation in marketing the end products of the industry. The 
local marketing cartels described in this chapter flowed naturally from 
those developments and provided an additional and important ele- 
ment in the structure of control and agreement. 

This chapter, therefore, deals with (1) an examination of the 
procedure followed by the subsidiaries of the international oil com- 
panies in creating and maintaining local marketing cartels in ac- 
cordance with the principles set forth in the international market- 
ing agreements described in chapter VIII, and (2) an examination of 
the scope and effectiveness of the local cartels. 

The marketing arrangements described in chapter VIII were, for 
the most part, general statements of policies and goals. They were 
designed to set up a broad and flexible framework of principles to be 
applied in each of the particular markets in which these oil companies 
were interested. The Achnacarry (“as is”) Agreement, the Memo- 
randum for European Markets, the Heads of Agreement for Distri- 
bution and the Draft Memorandum of Principles, therefore, did not 
directly allot quotas or fix the conditions of sale, but, rather, constitut- 
ed guiding statements to be used in preparing and administering local 
arrangements to bo put into effect for each petroleum product in each 
marketing area. 

The international marketing agreements further provided that 
where the participants in the agreements were or intended to become 
members of local cartels, the local cartel arrangements would “over- 
ride” the “as is” principles by unanimous consent. Thus the inter- 
national agreements were highly flexible documents and the inten- 
tion was to apply the agreed marketing principles, subject to special 
modifications or substitutions in the appropriate cases, to all countries 

276 
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iiternational oil companies had marketing interests, 
except the United States. 

The application of the broad agreements discussed in chapter VIII 
was effectuated only after a lengthy and continuous process of nego- 
tiation and consultation by local managements in each marketing area. 
It was necessary to agree upon marketing arrangements for each coun- 
ti'y> guided by the broad and flexible directives given in the inter- 
national agreements. These local arrangements were to be governed, 
administered, and modified in the light of current conditions by the 
local officers of the international oil companies, who were directed to 
meet frequently for that purpose. Local administration was always 
subject to review by the London “as is” committee. 

The lengthy process of preparing and administering the local 
arrangements is illustrated by the case of Sweden. Fairly complete 
information is available with relation to that country as a result of an 
investigation aiid report by a legislative committee in 1947. Sufficient 
mforniation ex ists about other countries to indicate that the Swedish 
case history res embles that of other local cartels that operated under 
the terms of th(s international agreements in other foreign countries. 

PROBL EMS IN THE APPLICATION OP THE AGREEMENTS 


Certain broa 
erally influent! i 
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,|d economic and administrative conditions were gen- 
I in the creation and operation of the local cartels.^ 
e beginning of World War II, they included conditions 
) changes in the volume of consumption of petroleum 
[ranges in the structure of competition, (3) the course 
nt of national economic policies, and (4) other matters. 


Consumption of petroleum products 

The period of gestation of the local marketing cartels coincided in 
time with the <jrreat Depression, which began in some parts of the 
world as early ns 1928. The incidence and impact of that depression, 
its intensity an I duration, and the character and degree of recovery 
in the various national economies, all varied considerably from nation 
to nation. Hoviever, nearly all nations suffered sharp declines in the 
level of industrial production. The impact of the depression on the 
market for petroleum products, i. e., the demand in terms of physical 
volume, largely depended upon the operation of the following factors 
in each national market: (a) the extent of the decline and the speed 
■of recovery in fhe level of industrial production, (&) the rate of de- 
velopment of rew uses for petroleum products, which contributed 
powerfully to a long-term rismg demand for the oil industry, (u) the 
prices charged for petroleum products, and {d) the nature and opera- 
tion of national economic policies. These factors, of course, were inter- 
related. In spim of variation from country to country the following 
general observations may be made about the relation of the cartels to 
conditions of dtsmand, the data on which they are based being given 
in the ease histories discussed later in this chapter, {ai) The market 
for petroleum pi-oducts in most European countries expanded annually 
in the perio d 1928-36. The impact of the depression and related fac- 

^ A detailed analysis of these factors is beyond the scope of this study, and in any event 
•much of the relevant information on activities in foreign countries is unavailable. Such 
■speclnc Information IS Is readily available is incorporated in the case studies given in this 
'Chapter. 
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tors was felt in some countries only as a slackening in the rate of 
increase, in others by slight declines in consumption lasting only a 
year or two at most.^ (/>) The market for petroleum products in most 
Latin-American countries declined considerably after 1929 and re- 
covered rather slowly, reaching the earlier levels in most cases only in 
1935 or_1936. (c) The international oil companies wore able to form 
and maintain marketing cartels under all market conditions, whether 
of increasing or decreasing demand, and in agricultural economies as 
well as industrial. Their sxiccess, or, in some cases, lack of success, 
in holding or dominating markets was generally independent of the 
trend of demand. Control over the sources of supply was probably 
the most important factor in the outcome of these cartel ventures. 
{d) A slowing down or reversal of the long-term rising demand 
for products, which occurred in some markets, may well have 
been a resultant rather than a causative force in cartel operations. 
Successful cartelization with the attendant division of markets and 
fixing of prices and of soiling conditions may have had an important 
effect in determining the course of consumption. While it is impos- 
sible to measure the effect of the marketing cartels upon consumption, 
there can bo no doubt that the effect was restrictive. The information 
given in the Swedish case history, discussed in this chapter, is instruc- 
tive on this point. 

The structure of competition 

The participants in the various national markets may be classified 
in the following general categories: {a) the “as is” gi’oup, (b) other 
major American oil companies, (c) the Eussian oil monopoly, and {d) 
small competitors. 

The “as is" group. — The subsidiaries of Eoyal Dutch-Shell, Stand- 
ard Oil Co. (New Jersey) and Anglo-Iranian Oil Co. in each market- 
ing area may be termed, for the purposes of this chapter, the “as is” 
group. This usage derives only in part from the fact that the parent 
corporations were loaders in the development of the international 
marketing agreements and held dominant strategic positions in the 
production of petroleum entering world markets. It also derives from 
the fact that in each country in which one or more of these three 
international oil companies held marketing interests, their local sub- 
sidiaries likewise held dominant or outstanding positions in the market 
and took the lead in the establishment of local marketing cartels. In 
each case study presented in this chapter, therefore, the relative posi- 
(ion of the “as is” group will bo discussed. 

Other major American oil companies. — Marketing interests of vary- 
ing importance in many countries, especially during the period from 
1928 to the beginning of World War II, were also held by Texas, Gulf, 
Sinclair, Socony- Vacuum, and Atlantic. Eepresentativhs of all of 
these companies, except Sinclair, participated in the making of the 
Hoads of Agreements for Distribution (1932) described in chapter 
VIII.'* The cases studied in this chapter indicate that the marketing 
subsidiaries of these companies followed no consistent policy with 
respect to the many local marketing cartels that the “as is” group 

2 Germany suffered substan tial declines In consumption of most petroleum products dur- 
ing 1931-33. In percentage terms, the products showing the greatest tendency to decline 
in consumption In all markets were kerosene, lubricating oils, and asphalt 

® See p. 241. 

23B41— 132 19 
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created and operated. In some countries these subsidi aries were par- 
ticipants in the cartels from their inception ; in other countries they 
entered the cartels several years after they were created ; in other cases 
they left the cartels after having been a member ; and in still other 
cases they did not take membership. However, the fact that these 
local marketing subsidiaries did not always formally enter the cartels 
and accept quotas and other restrictions did not preclude cooperation 
with the cartel in the matter of prices and other competitive condi- 
tions.^ 

The Russians . — The greatest disturbances in European markets dur- 
ing the period under review were occasioned by the attempts of the 
Russian Government monopoly to capture portions of those markets. 
However, these disturbances were of limited importance, since the 
Russians were soon accommodating themselves to the cartel arrange- 
ments on both the international and national levels.^ By 1929, for 
example, the Russians had entered into cooperative arrangements with 
the “as is” group of companies in Great Britain, and by 1932, in 
Sweden.® Having acquired small portions of many national markets 
by 1931, the Russians tended thereafter to be coopoirativo with the 
cartels.' By 1936 the Russians had sold out their interests or were in 
the process of withdrawing from the markets in nearly all cases. 

Small competitors . — There were a great many small concerns com- 
peting in all products markets in all countries.® lu Europe, for 
example, these small concerns included many domestic firms, usually 
subsidized or otherwise granted favors by their governments, which 
operated refineries and marketed their products dom(istically and in 
other European countries. Some of the most active of these were 
Rumanian and German concerns which had domestic sources of crude 
oil supply and thus were independent of the major international oil 
companies. In addition, there were many other small concerns, most 
of which appeared only in one or two petroleum product markets. 
Some of these were small domestic marketing firms that imported 
their supplies of refined petroleiim products or purchased them from 
the local subsidiaries of the major oil companies. I'here were also 
numerous other purchasers or importers in each country, such as con- 
sumer cooperatives, large industrial consumers, joint purchasing 
agencies, municipal or other government consumers, and the like. 

The competitive positipn of these small concerns may be sum- 
marized as follows: {a) These concerns were deperident for their 
supplies of refined products or crude oil ® upon world markets domi- 
nated by the major international oil companies, {h) None of these 
small concerns accounted for more than a very small part of any 
product market, although collectively they often accounted for sig- 
nificant proportions, especially in such products as asphalt and road 

4 Furthermore, It seems unlikely tliat these subsidiaries could enter ‘Violent competition’"' 
in one country without causing serious ln.1ury to the cartel structure in neighboring coun- 
tries. There la no record of such event?!. 

« See pn. 289-241 for discussion of Russian cooperation in tlie international sphere. 

® The Russians also entered the German cartel in 1935. . .For details, see the respective- 
case histories. 

'^According to the Petroleum Times, January 6, 1934, p. 12, the Russians, in accordance 
with their agreements with the international oil companies, reduced their exports of re- 
fined products in 1933 by 22 percent from the levels of 1932. “All goo? to show that there- 
was no flood of Russian oils in world markets last vear.” 

a These comments are directed chiefly at European market conditions. There is less in- 
formation available with respect to Latin America, and in most cases there is Insufiicient- 
Information to show how Important small concerns are in these markets. 

‘'Except for the Rumanian and German refiners having domestic supplies of crude oil. 
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oils, {c) The major international oil companies maintained a close 
watch and control over the activities of these small importers and 
sellers. As the Swedish case history indicates, no firm was too small 
or insignificant to escape their attention, control over supplies being 
an especially potent weapon. 

National economic 'policies 

During the interwar period, nearly all countries, and particularly 
all European countries, developed extensive and complicated pro- 
grams of economic controls. These included high tariffs, import 
quotas and other trade barriers, currency and exchange restrictions, 
subsidies, protective legislation favoring home industries, and a host 
of other devices intended to combat the depression, develop and pro- 
mote domestic industries and markets, and, in some cases, make the 
Nation more self-sufficient in case of war. Difficult problems often 
arose as a result of such legislation, which hampered the application 
of the principles set forth in the international marketing agreements. 
One official of the Standard Oil Co. (New Jersey) stated the problem 
as follows : 

Besides the day-to-day problems of handling the marketing of the three companies 
[+. e., the “as is" group] more or loss as a joint venture, we are now confronted 
with nationalistic policies in almost all countries, as well as decidedly socialistic 
tendencies in many. 

He then proposed that the parent corporations’ marketing organiza- 
tions be “domiciled in the same place’’ to insure the “best results,” if 
these problems “are to be harmomously acted upon.” “ In other words, 
the “joint venture” of Shell, Standard (New Jersey), and Anglo- 
Iranian in Europe and South America extended not only to “the field 
of pure marketing” but also to cooperative dealings with govern- 
ments. By means of ^‘‘dail'y contact of the managements of the three 
interests,” therefore, the “as is” group would have unique power in 
these dealings with foreign governments.^^ 

Other frohlems 

Generally, the other problems met in the shaping and direction of 
the local marketing cartels were those usual in such cooperative under- 
takings, including such matters as the problems of cooperation among 
the separate enterprises, of bringing into the cartels and holding the 
most important competitors, of controlling the activities of outsiders, 
of successful operations by a number of cooperating concerns under 
the necessary conditions of secrecy, and so on. All of these problems 
are well illustrated in the Swedish case history. To these may be 
added the fact that the managing directors of the marketing subsidi- 
aries of the “as is” companies were adjured to maintain secrecy with 
regard to the international marketing agi’eemonts. Thus, their staffs 
operated without knowledge of the sub]ect matter and provisions of 
their basic directives, and the other participants in the cartel arrange- 
ments frequently entered into cooperation without knowledge of the 
“guiding principles” upon which these agreements were founded.^^ 

Italics added. Moiiiorandiim, dated January 19, 1935, and Initialed OM (probably a 
misprint of OH, i. e., Orville Harden), printed In Patents, hearings by Senate Committee 
on Patents, 77th Cong.. 2d sess., 1942, pt. 7, p. 3683. 

Ibid. Italics in original. 

’s See pp. 248 and 255. 
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CASE STUDIES ; 

Sweden 

In 1947 a special investigating committee reported to the Swedish 
Eiksdag that petroleum-product cartels, organized and operated in 
accordance with the principles set forth in the international market- 
ing agreements described above in chapter VIII, had been in existence 
in Sweden during the decade of the 1930’s. It reporttsd that the par- 
ticipants in those earlier cartel agreements wore then (1947) attempt- 
ing to organize new cooperative arrangements. Th(3 Swedish case 
history presented in the following pages is largely based on this com- 
mittee’s report. This history forms a significant episode in that it 
illustrates the manner in which the iTiternational oil co:npanies shaped 
the “as is” principles to fit the requirements of particular lo.cal markets. 
Moreover, this detailed study imparts meaning to the less-well-docu- 
mented case studies that follow. 

The Oil Investigating Committee of W.tjS. — One of the functions 
of the Oil Investigating Committee of 1945 “ was to investigate oil 
enterprises in Sweden in accordance with the law on investigations 
regarding monopolistic enterprises and associations.^® In accordance 
with its directives, the committee made an extensive inquiry and sub- 
mitted its report to the Eiksdag in 1947. The principal findings of 
the committee with respect to the oil enterprises in Siveden was that 
these firms had made a number of agreements respecting prices, sales 
conditions, sales quotas, and so on, during the 1930’s, all in accord- 
ance with the principles of the “as is” marketing agreempts, and that 
there was some evidence that this cooperation was being revived.^® 
The committee also reported that the oil companies ha d attempted to 
obstruct and mislead the committee in its inqidry and had objected 
vigorously to publication of the report. 

A sum/mary of cartel arrangements, 1930—47. — It is not clear that 
the 1928 “as is” agreement was immediately followed liy consultations 
and cooperation in Sweden, but such activity did immediately follow 
the negotiation and conclusion of the Memorandum for European 
Markets in 1930. Eenewod and accelerated activity fimong Swedish 
oil concerns followed the agreement by the parent corporations upon 
a Draft Memorandum of Principles. The cancellation of this memo- 
randum did not mean the end of cooperation in Sweden The Swedish 
Oil Committee found evidences of continued collabc ration up into 
World War II and of an attempt to revive the “as is” principles in 
the postwar period. 

In the pages that follow, Swedish cartel arrangomenfs are described 
in accordance with this chronological outline. A discussion of the 
application of the arrangements in markets will be presented in a 
later section. 

C 00 f oration in the 1930-33 period: During the early period, the 
leading oil companies on the Swedish market, that is, the local sub- 

“ Appointed pursuant to authorization of the Eiksdag of Sweden in i945. Its principal 
duty was to undertake a survey and submit proposals regarding statj control of the im- 
portation of and trade in certiiin petroleum products. 

This statute authorizes investigations of monopolistic enterprises and associations to 
determine the influence of such organizations on price or sales conditions in Sweden and 
ffraiits to the investigating authority powers substantially the same as the right of subpena 
by congressional committees in the United States. See the preface to the report of the 
committee. 

This case history is largely based on cli. XII of the report, which is the source of all 
information except that specifically credited to other sources. 
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sidiarios" of Standard (New Jersey), SlieD, Anglo-Iranian (BP), 
and Texas, arrived at two principal agreements and several supple- 
mentary agreementsjs Separate agreements or understandings wore 
made with Nafta (owned by the Russian oil monopoly) and with 
Nynas, a Swedish refiner, importer,' and marketer of petroleum 
products. In 1 9?>1 these six firms actually accounted for 97 percent of 
the market in those petroleum products covered by the principles of 

the “as is” agreement. -..urn 

The four international oil complies began negotiations in the tall 
of 1930 and were successful in arriving at a working agreeme.nt, i. e., 
“rules of life,” in April 1931. These rules consisted of a principal 
agreement and two supplementary acts known as the sales act and 

the “community act.” i i 

The “principal” agreement set forth the terms under which the 
companies were to cooperate. Among other matters the pm'ties 
agreed : '‘‘‘to observe strictly the prices cmd other selling ooimitions 
that were fixed by the parties from time to time for the sale of ben- 
zene, kerosene, and gas oil in Sweden”; “to create mutually a fair 
distribution of the trade in these products” ; and “to cooperate with a 
view to cutting sales expenses as well as the costs of distribution and 
organization.^^ They also agreed to cooperate in ^ ac(][uiring xoi them- 

selves and keeping” their customers in Sweden. 

The “sales act” included specific stipulations regarding conditions 
of sale and delivery, while toe “community act” contained detailed 
agreements concerning the division of trade, rationalization of oper- 
ations, and similar matters.^" _ n -ot. i m 

In May 1932, the representatives of Standard, Shell, BT, and iexas 
concluded a further agreement pledging “full cooperation” among 
the parties in the future “for the purpose of bringing about better and 
sounder conditions on the Swedish oil market.” This agreement, 
which was more formal than the earlier one in that it was actually 
signed by the representatives of the companies, established joink 
terms of rebate and provided for collaboration with respect to the 
erection of new service stations. Subsequent agreements regulating 
selling conditions were arrived at during a number of later meetings. 

During the negotiations leading to the agreement of April 1^31, 
representatives of the Swedish subsidiaries of Standard and Shell 
arrived at an agreement with the most important Swedish firm in 


The following terms will be nsod In referring to the principal Swedish oil firms, in- 
cluding their predecessor and affiliated companies • _ 

(a) Standard (New Jersey)— Standard Swedish Petroleum Co. 

(h) Shell— Swedish Shell Co. ^ , t ^ 

(c) BP— BP Swedish Gasoline & Petroleum Co. (owned by Anglo-Irnnlan Ull Co.). 

|e) SSta — AkSebolaget Naftasyndikat (owned by the Russian state oil monopolj^ and 

sold to GuUJn Gulf Oil Co. and Alfred Olson & Co. (a Danish affiliate of Gulf). Tor 

further information about Alfred Olson & Co. (see p. 284, footnote_81). , . 

(o) Nvnas — Nvnas Petroleum Co. (a Swedish concern (sec p. 696, footnote 6). 

^ The committee presented a summary oP the information on these agreements that was 
given in 1933 In a report by a predecessor committee, the Committee of Motor Fuel 

Expcits. gulig^gntlallv all petroleum products that are domestically consumed, with excep- 
tion of liihrlcatlng oils and spccinltv products (see p. 289). The percentage figure is de- 
rived from data given in tables 15 and 10, pp. 302-303. , . . _ , - 4.-U U 

Tiu'se terms generally cover all petroleum products included under the as is agree- 
ment except asphalt and road-making materials. [Italic added.] 

While the three agreements were not signed by the representatives of the oil com- 
panies “the stipulations are said to have been adhered to in the main, though alterations 
have been made here and there by special decisions, and in some respects there have been 
differences of opinion.” 


i 
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the petroleum market, ISTynas Petroleum Co.,^^ concerning the sale of 
bitumen, benzine, kerosene, and gas oil — in short, all of the products 
covered by the “as is” principles. No details of this agreement are 
given, except that it was provided that the agreement was effective 
up to and including December 31, 1933, and was to be automatically 
extended annually unless either party gave notice of its termination. 

The largest and most vigorous competitor of the principal oil com- 

S anies in Sweden during this early period was the subsidiary of the 
nssian Oil Monopoly, the Naftasyndikat.®® In the autumn of 1932, 
negotiations were opened with Nafta to eliminate the keen competition 
between the oil companies and Nafta, which had resulted, it was said, 
in unprofitable prices and financial losses to all concerned. It was re- 

S orted that these negotiations resulted in “collaboration” between 
afta and the oil companies, and that Nafta, upon being informed of 
the agreements that the others had mutually made, had applied the 
conditions of sale the oil companies had agreed upon but had not 
entered into a formal agreement to that effect. This collaboration 
resulted in higher benzine prices, and the stabilization of retail prices 
was made possible, although Nafta continued to grant higher rebates 
in some cases than the others. The committee did not report, nor did 
the oil companies assert, that the Kussians caused any further dis- 
turbances in the market; and it may be assumed that this “collabora- 
tion” continued until Nafta’s business was taken over by Gulf in 
1937.=* 

Agreements under the Draft Memorandum of Principles^ 193^-38: 

The preparation of a new and far more elaborate international 
agreement, the Draft Memorandum of Principles,^® together with its 
addenda and explanatory notes, necessitated the conclusion of new 
local agreements in Sweden. Six agreements, memorE.nda, and the 
like were found by the committee to have been entered into by the oil 
companies in Sweden during the life of the international Draft Mem- 
orandum of Principles, that is,. during the period from 1934 to 1938. 
These documents, as will become evident, follow a logical sequence of 
development, and culminate in the most important S^vredish agree- 
ment, that of October 15, 1937. 

The representatives of the “as is” group of companies — Standard, 
Shell, and BP — signed a joint memorandum, written in English, and 
dated October 6, 1934. In this memorandum, the representatives 
noted that they had each gone through the Draft Memorandum of 

2* The agreement was actually made wl1;Ii A. Johnson & Co., the parent corporation. 
Johnson imported crude oil and operated a refinery at Nynasham, while Nynas marketed 
the refined products, chiefly asphalt and road oils, in Denmark and Nonvay as well as in 
Sweden. Johnson’s refining capacity in 1929, the year in which the refinery was con- 
structed, was 40,000 metric tons annually ; this capacity was doubled in 1931 and a crack- 
ing plant was added; and in 1939-40, with the aid of a Government lian, the capacity 
was expanded to GOO. 000 metric tons annually. Nynas’ share of the Sivedish market in 
1931 was 3.83 percent and in 1936, 3.90 percent. See the Swedish report, ch. V, pp. 14-15, 
and table 15, n. 302, below. 

23 “Violent fluctuations” in prices, competitive rebates, and considerab! e financial losses 
by the Swedish subsidiaries of the oil companies were attributed to their struggle with 
Nafta. During 1930-32. these concerns created an interest-bearing debi: with the parent 
corporations of 35,201,260 kroner. (The total debt of the companies increased slowly 
during the 1930’s to a penk of 48,212,276 kroner, which was 85 percent paid by 1945.) 

On the other hand, Swedish fuel oil exports have contended that declining prices in 
Sweden during the 1928-32 period were largely caused by declining prices in the world 
market, due to declining costs ; that, while the subsidiaries lost money, the parent corpo- 
rations had substantial profits; and that petroleum products could be purchased in world 
markets, during this period, at lower prices than those charged the subsidiaries by the 
parent corporations. See ch. V, p. 1, and ch. X, pp. 8-10 of the Swedish report. 

In nddition, Nafta was a party to the “price system” agreement of February 10, 193,6.4 
See p. 284. 

“ See pp. 253-265. 
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Principles and its explanatory notes, that they herewith noted down 
the decisions they had agreed upon in those matters leit open tor 
local agreement, and that the application of the quotas for 1^4 raised 
certain questions— due to a previous agreement to increase J3P s (^io- 
tas — that would be referred to the head office for instructions, the 
memorandum apparently indicated, tlierefore, that the three subsid- 
iaries had accepted the Draft Memorandum of Principles as a basis 

for local agreements. . m inot? 

A memorandum was prepared at a meeting on November ly , lyo'Jj 
of Standard, Shell, BP, and Texas, and deals principally with ir- 
regular customer’s terms,” i. e., the fact that the terms of sale to cus- 
tomers were not uniform. The parties agreed to try to correct the 
chaotic conditions that characterized the market,” and thus to reach 
“the peace which must absolutely form the basis of a measure OMning 
at a stabilization of prices f As soon as the program decided upon 
in this memorandum had “noticeable results,” a ‘ definite program for 
a continuing stabilization of prices” would be drawn up. Specific 
measures agreed upon included : ( 1) the existing distribution of cus- 
tomers would be honored and participants would not try to acquire one 
another’s customers; (2) uniform rates of rebate set forth in the 
memorandum would be applied, and fixed rebates for certain large 
consumers, such as railways, municipal institutions, highway boards, 
etc., were agreed upon; (3) an investigation of the “group resellera- 
consumers” would be made to ascertain to what extent they could be 
distinguished as “resellers” (retailers) and consumers, and maximum 
permissive rebates were fixed for the latter when buying in bulk; (4) 
regulations for compensating a participant which had lost a customer 
to other participants were agreed upon; and (5) the parties agreed 
to set up a “special control committee.” It was also decided at this 
meeting that Nynas would be invited “to attend the meetings of the 

A memorandum, dated January 31, 1936, set forth in summary f^m 
a “price system” which was put into effect on February 10, 1936. ihe 
adherents to this “price system” included Standard, Shell, BP, Texas, 
and Nafta. The latter appears in a formal agreement for the first 
time."" Uniform “rebates, bonuses, and terms of payment were fixed 
for various categories of consumers, such as prival e motorists, munici- 
pal institutions, road contractors, private railways, and automobile 
firms ” Special rebates and other stipulations were agreed upon for 
highway boards, state unemployment commission, purchases by the 
stS^, and deliveries to the lO,"" the Stockholm Tramways, and 
other large or special purchasers. This “price system” seems to be, 
at least in part, the “definite program for a continued stabilization in 
prices” mentioned in the memorandum of November 19, 1935. 


2» It Is dlfBcult to comprehend exactly what is meant by this phrase since the earlier 
airreemonts had apparently eliminated most lorms of price competition by the end of 1032. 
It may rrfor to practices of “chiseling” or shading of prices and terms of sale. 

The\'))alnE‘^nartlcipant was entitled to make np his loss by selling an equivalent Volume 
of nrodVef at® Agreed to the participants who had gained the customer and 

wol^ entitled to receive an equivalent customer as compensation. This provision suggests 
ttat this agreemIStrwhich 1^ in the Swedish report only in summary form, closely 

‘^^FoNvn’lf ln"accordan?e‘wlth“ho InvltauZextended to it in November 1936, probably 
eat In^on the negotiations leading to this agreement, and, in any event, as la shown in the 

"^■^o\Te"?c't^g:So*n’l‘’ ^?e?/ l}.t"^o£iL"-owners, including 

especially among its members owners of taxis and motor lorries. 
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price system” set forth in the memorandum 
IJdO, was elaborated in considerable detail as a res 
made at meetings of the companies during June and 
recorded in an undated memoiundum, Pai'ticipants in 
included Standard, Shell, BP, Texas, Nynas, and Gulf! 
elusion of the latter company at these meetings, all Sm 
ests' of any consequence were includeddi 
The purpose of the meetings was to shore up the i 
which was threatened by the pricing and selling practiii 
sellers and distributors” who had not “adhered to the 
garding rebate-granting.” These practices were — 


and 


beyond the control ot the participants [in the agreements], 

* having lately shown a tendency to spread, the 

that the resellers should he deprived of the right 
rebates and that the term, “rohate” should he eliminated from 


of January 31, 
lit of decisions 
July 1936, and 
these meetings 
With the in- 
'edish oil inter- 

|“price system” 
:es of “some re- 
^ipulations re- 


in consequence, 
parties decided 
to grant and pag 
the market.^ 


While the details of this agreement are too lengthy, oven in sum- 
mary form, to be reproduced here, the trend and tone of the document 
are well illustrated by a few citations. Thus, for examp le, the “official” 
price of benzine and bentyl was reduced, but this was made up by an 
agreement upon new price zones” and by removing all cash discounts 
paid to consumers and the rebate paid to “commercial traffic.” The 
parties also agreed to reduce the “reseller’s” margin by a stipulated 
amount an^ to protect “loyal resellers” by 'cutting o)f deliveries to 
those who failed to observe all the stipulations set forth in the agree- 
ment. The wealth of detail in this agreement is illukrated by the 
decision that free service or washing and lubricatifm at reduced 
prices must not be applied at the companies’ stations, but the iixed 
sermce fnees should invariably be charged:’’ Numerous other pro- 
visions dealt with such matters as the classification of kistomers, spe- 
cial terms of sale and price for the special categories of customers, and 
so on. ’ 

On January 25, 1937, representatives of Standard and Shell signed 
an agreement regarding deliveries of “black oils” (bunlcers and other 
heavy oils) to the Eoyal Navy and the Eoyal Board of Waterfalls, 
ft was decided that the two companies would divide all such State 
deliveries of 100 metric tons or more between them, while deliveries 
of le^ than 100 tons would be placed among Standard, f 
aiid Texas in accordance with a previous local agreement 
other matters were referred to London for decision. 


1 * fuel oils in Sweden since the eJi 

its gfllllate, Alfred Olson & Co. (see below p. 820), and had attended re^ 
Ings of the group as early as .Tanu.ary 1936 (see pp. 292-203). Gulf y 
of June and July illSO, not only through this connection 
was probably then negotiating; with Nafta for the purchase of Xafta’s 
zatlon the sale being concluded on May 1, 1937. TM^would exulai! 
market^*^ meetings. With this sale, the Russians apparently withdrew 

The decision was. made only after -‘the political situation” and “all nli 
thoroughly gone into. This reference ^roh 
fact that the third Investigation of the oil trade in Sweden . In the lfl‘ 
then in progress. (From the point of view of their impact on the \ 
business, jtlj three reports were negative ; see ch, V of the report nassi 
Bumnier of 1036, the Swedish Governniont had a change In admlnistratili 
probably considered In the making of the decisions. ® administiati^)] 

Italics added. 

[Italics added.] Distributors — 1. e., company agents — who failed 
stipulation or any of the others in the agreements wire to bo ^iven ^ 
chfrgk from’hi™pS” distributor was fo be 
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The agreement that bore closest resemblance to the internatmMi 
Draft Memorandum of Principles was signed on October 15, 19^7) by 
representatives of Standard, Shell, BP, Texas, and GMf. This is uie 
first document uncovered by the Oil Investigating Committee that 
allocated domestic sales quotas and provided for adjustments lor 
over- and under-trading. The purpose of the agreement was stated 
in much the same terms as in the Draft Memorandum of Principles 
itself, and adds nothing new. The agreement was to cover the period 
from October 1, 1937, to December 1, 1938, and was to run autoinati- 
cally from year to year thereafter unless notice in writing was given 
by any participant not later than September 30 of any year. 

While this is the first document found by the committee that specih- 
cally sot forth distribution quotas for the five companies— Nynas did 
not participate in this agreement— the committee had evidence from 
other documents that the “as is” group, at least, had had such arrange- 
ments between them in earlier years.®® Details on the actual quotas 
that were agreed on are given below in the discussion of the appli- 
cation of the agreements. . . „ , 

The Swedish “as is” agreement likewise included provisions for the 
adjustment of over- and under-trading which, for the most part, 
accord with the procedure set forth in the Draft Memorandum of 
Principles,®^ although there were some changes. These provisions, 
together with those relating to distribution quotas, are examined below 
in the discussion of the administration of the cartel arrangements.®® 

Other provisions of this Swedish “as is” agreement of 1937 included 
nothing novel. It was agreed that “uniform selling prices and terms” 
were to be maintained; although special prices and sales conditions 
were agreed upon for the special categories of customers mentioned in 
earlier agreements, these were to be eliminated at the time that new 
contracts were being negotiated.®® The parties agreed to respect each 
other’s customers. They also agreed not to supply “other competitive 
marketers,” except by agreement, whereupon all the parties were to 
share in this business pro rata to their quotas ; nor to sublet any part 
of their storage facilities to such outsiders or to associations of 
consumers. 

In addendum 6 to the Draft Memorandum of Principles certain 
stipulations are made with respect to economy in competitive expendi- 
tures. Those stipulations were the subject of a meeting on January 
17, 1938, attended by Standard, Shell, BP, and Texas. The decisions 
that were made were recorded in a memorandum, and a committee, 
of representatives of each company was formed to meet monthly for 
discussions of “relevant problems.” It was decided that the total 
number of “selling points” would not be increased in 1938, and that 
extension and reconstruction of existing service stations would be 

““ TLc indepenaont information presentod on pp. 741 ff., confirms this conclusion of the 
committee. No evidence was given by the committee to show that Texas participated 
in any of the earlier quota or other special "ns is" arrangements, while Gulf was sub- 
stantially a newcomer to Swedish markets. While Nynas did not participate in this 
agreement, it was already as “as is” adherent for asphalt, by far Its most Important 
product (see p. 300 below). 

See above pp. 253-205. 

See below p. 297 if. .... 

™ In the case of certain benzene customers, Gulf was allowed to offer "terms deviating 
from the offlclal ones” in order to “protect their old customers” which they had inherited 
from Nafta. ilowcver, tiieso “special terms,” in each Individual case, were to be sub- 
mitted to the companies for discussion. Gulf was also allowed generally to grant extra 
rebates and discounts, which were fixed in the agreement, but was not to use these “tem- 
porary concessions” for “securing new business." 
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limited to lists especially prepared as enclosures with i 
dum. No company would install a meter at a sellin, 
which another company had removed one, and no cc'j 
encourage resellers or consumers to erect service statior.; 
expense or would contribute to such building by makin 
tributions, paying rent, etc. The companies also agreed 
their current capacity in stationary plants or bulk vess i 

Draft and agreements, 1939-^7: Insofar as formal : 
concerned, cooperation in Sweden reached its fullest d( 
the agreements of 1936 and 1937. When the time came £ 
the agreements early in 1939, this proved to be difficul 
subsidiaries of Gulf and Texas were not able to sign. T 
ably due to develcmments in antitrust activity in the T 
In chapter VIII, the possibility has been shown that the 
Draft Memorandum of Principles was canceled for this 
in 1938.“ The dissembling nature of this cancellation : 
a letter sent to one of the Swedish concerns by its foreigi 
pany, which was made available to the Oil Investigating 
The subsidiary enterprise was notified in April 1939 tl 
national draft memorandum had been “formally” cancelc 
which it was not necessary to state. The committee’s f 
this letter continues : 

However, the intention had not been that the basis ot the coot 
In reality, be changed. The only actual alteration was tliat, ^ 
memorandum had been a document which had been generally a 
countries, matters must now 6e so arranged that the companies i 
had to reach their oivn agreement on about the same lines as m 
randum^ but with the modifications which had proved to be nc 
adaptation to local conditions. Thus an agreement ought now to 
superseded the draft memorandum in respect of the relation bet 
large companies in Sioeden."^ 

The situation at the beginning of 1939, therefore, wi 
Texas and Gulf were not able to sign formal document 
group, including vStandard (New Jersey), Shell, and E 
pared to go ahead with new agreements that were to If 
of those based on the draft memorandum. 

While the outbreak of World War II put an end to 
cooperation in Swedish industry, the Oil Investigatin 
discovered evidences of a revival of cooperation in the po 
The following paragraphs summarize the comments of i;! 
on oil industry cooperation from 1939 to 1947. 

Negotiations for a renewal of the Swedish “as is’’ agreement of 
1937 or for the conclusion of a new agreement were carried on at the 
end of 1938 and at various times in 1939. In a memor andum dated 
December 29, 1938, and signed by representatives of Standard, Shell, 
and BP, it is mentioned that these three companies and Texas had 
agreed that a new local agreement should be concluded. This memo- 
randum states that unless Texas’ and Gulfs replies regarding the 
new agreem ent were given by January 1, 1939, the life of the 1937 

" See p. 2G0. 

« The Government would not permit the committee to give the names of the sender 
or receiver of "personal” letters or to copy them, either in full or in part, but a para- 
phrase or summary of the contents was permissible. Presumably this letter was sent bv 
one of the three signatory companies of the draft memorandum, 1. e.. Standard, Shell, or 
Anglo-Iranian. 

“ Italics added. 
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agreement would be extended to January 31, 1939, presumably to 
permit negotiations to continue. However, Texas_ refused to sign 
“price list” prepared for 1939 on the grounds that it was not allowed 
to sign joint statements."" Similarly, Gulf refused to sign a draft, 
dated January 9, 1939, which provided similar terms for economy in 
competitive expenditures to those in the memorandum of a year 
earlier. The other four parties nevertheless agreed to mutually apply 
this agreement, and to exchange lists regarding their plans for ex- 
penditures in 1939. Despite these difficulties, negotiations continued, 

Ld a draft of an agreement was prepared, dated February 6, 1939, 
which substantially repeats the provisions of tb®, 

This draft apparently was never signed, although ^e names of the 
five companies were typed under the text; and tb® Oil Investigati g 
Committee concluded that it had never been applied. 

Nevertheless, the “as is” group— Standard, Shell, and BP were 
agreed that efforts should be made to arrive at new agreement^ Kep- 
resentatives of the three companies signed a memorandum, dated 
June 1, 1939, which stated that the provisions of the existing agree- 
ment between the five companies could not presently bo improved, 
but that the three signatories would prepare a new a^eernent cover- 
ing all products and submit it to the parent corporations in London 
for approval. They agreed to operate on the basis of the new thre^^ 
party^ agreement should the existing five-party agreement cease. 

As a result of this memorandum, am undated first draft of a three- 
party agreement was prepared which generally followed the pattem 
of the agreement of October 15, 1937, and of the Draft Memorandum 
of Principles, except that a revision in quotas was to be made due to 
special arrangements among the head offices in London. Presumably 
this matter was not pursued further because of the outbreak of World 

^During World War II the petroleum market was, of course, subject 
to special controls and abnormal conditions of supply, so that a stMy 
of this period would bo beyond the scope of this report, ihe Uil 
Investigating Committee was satisfied, however, that even during 
this period some degree of the earlier cooperation had been carried on. 

They report that they had established by a study of Shell s corre- 
spondence “that, as late as 1943, some companies in Sweden had dis- 
cussed an adjustment of over and under deliveries. 

Maximum prices for petroleum products in the Swedish markets 
were fixed by a price control board in the postwar period. During 
negotiations with this board concerning proposed reductions in the 
price of benzine, the oil companies also had negotiations among them- 
selves about some proposed “rules of life” with regard to rebates and 
selling conditions. These proposed stipulations were recorded in a 
draft document which was headed “Selling conditions as from Jan- 
uary 1, 1947.” It was proposed that all contracts and other delivery 

However, Texas was a signatory to the 1037 agreement, which was, as noted In the 

.^^ffln^aSetter^'dated Juno. 2, T939, the contents of this memorandum were made known 
“to the international committee of cooperation.” No description of this committee is 
civon but it may be surmised that this refers to some committee of the London marketing 
offices of Standard, Shell and Anglo-Iranian, perhaps the supposedly defunct as is 

^*^4? This^^style of expression suggests that the 1937 agreement did not in fact terminate 
on .Taniiary 31, 1939, x 

46 This draft was attached to a letter dated August 24, 1939. 
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■ agreements for certain petroleum products be based on the “official 
selling price” prevailing on the date and at the place of delivery, 
i. e., that all the companies charge the maximum prices allowed by 
the price board. Eebates for the different classes of suppliers (i. e.j 
retailers, etc.) and consumers were to be fixed at stipulated figures 
and all current contracts and delivery agreements with higher rebates 
than those stipulated were to be terminated before December 31, 1946. 
The products covered under the proposed rules include motor' spirit, 
lattbentyl,'*’^ water white illuminating kerosene, power’ kerosene, gas 
oil, fuel oil, and white spirit. It was also proposed that all cash dis- 
counts be eliminated, _ that compensation to resellers and consumers 
for rent of their service station and plant be put at a fixed sum per 
litre, that bonuses for qxiantity purchases be fixed, that all expenses 
for the operation of service stations be borne by the station managers, 
that no extra terms be granted to State and municipal institutions, and 
so on. 

There was some dispute with the companies as to whether these 
rules of life” were being applied and whether they constituted a 
price agreement. In the opinion of the Oil Investigating Committee 
the rules did constitute a price agreement since these p revisions were 
all in addition to, and arrived at separately from, the “official” price 
set by the price board.'“* When a representative of Shell protested 
that this was merely a “draft agreement,” it was proved by the com- 
mittee that Shell itself had ordered the application of these sellino- 
terms. The committee does not state whether other concerns had 
applied these “rules of life.” 

The committee’s characterization of this document as a “price agree- 
ment has interesting implications with respect to the position of 
Stanclaid, Texas, and Grulf. Although these companies had each pro- 
tested at some point in the investigation that their instructions from 
their parent corporations would not permit them to enter into joint 
agreements affecting prices and otherwise conflicting with the Ameri- 
can antitrust laws, all three had participated in the negotiations lead- 
ing to this agreement. 

Administration of the cartel arrangements . — In the preceding pages, 
an account has been given of the cooperative arrangemtmts developed 
by the oil companies in Sweden during the period from 1930 to 1947. 
The pattern of these arrangements shows a continuous process of 
broadening and elaborating cooperation in Sweden up to the eve of 
World War II, and it shows an attempt to reconstruct this cooperative 
pattern in the postwar period. In the pages that follow a summary 
analysis is presented of the method and the scope of application of 
these agreements.'’® 

For a definition of “lattbentyl” see p. 284, footnote 34. 

« The State price control board stated th.at tliey had no part In drawiiiR up these "rules 

^ function was to fix maximum prices. Addendum to ch XII 

of Swedish Report, p. It). 


throucrh 1936. Those documents are known as the Deliveries Into Consiumption— Eurone 
It may po noted at this point that these do not purport in all cases tc record all cartel- 
like activities in each country but were intended primarily as a record of the oneratlons 
nnd relative positions of the “as is’’ companies — Standard (New Jersey), Roval Dutch- 
Shell, and Anfflo-Iranian. The other primary source of Information in that afforded by 
the report of the Swedish Oil Investijjatlng Committee of 1945. Thi's report describes 
the application of the various aj?reemcnts in Sweden in some detail, esneciallv for the 
years 1937 to 1940. It affords an intimate view of these operations K is available 
for no other country. 
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The marketing arrangemontments and agreements in Sweden gen- 
erally were applicable to nearly all petroleum products sold for do- 
mestic consumption. These “controlled products,” which were essen- 
tially the same as those governed by the international ^‘as is” agree- 
ment,®” were classified as follows: 

(a) Benzine (i. e., gasoline and closely related solvents). 

(&) White spirit (i. e., turpentine substitutes and the like). 

fo) Water white or illuminating kerosene. 

(d) Motor or tractor kerosene. 

(e) Diesel oil (excluding bunkers). 

(/) Gas oil (i. e., a wide variety of fuel and other heavy oils, 
excluding bunkers). 

(g) Automotive gas oil (i. e., gas oil grades used as motor 
fuel). 

(h) Asphalt (i. e., asphaltum oil, black oils, fluxes, residual 
oils, and all other petroleum products used as road-building 
materials). 

The Swedish cartel arrangements did not include bunkers or 
specialty items such as petrolatum, paraffin waxes, candles, and so on. 
Insofar as these local arrangements are concerned, there were no 
provisions reported by the Oil Investigating Committee relating to 
lubricating oils.®* 

The total volume of petroleum products consumed in the internal or 
domestic market in Sweden, therefore, included all the “controlled 
products,” lubricating oils, and specialty items. In 1936, the last year 
for which market statistics were compiled in the Deliveries Into Con- 
sumption, the total deliveries of “controlled products” and of lubri- 
cating oils’ were 832,231 metric tons. As to specialty items, while con- 
sumption statistics are not available, net imports in 1936 were about 
6,500 metric tons,“ Assuming that these imports were equivalent to 
consumption, total consumption of petroleum products in Sweden for 
domestic purposes was about 838,750 metric tons in 1936.®® Thus, the 
proportions of total domestic consumption were: for “controlled 
products,” about 93 percent ; for lubricating oils, about 6.5 percent ; 
and for specialty items, less than 1 percent. 


“ See p. 256. 

Automotive gas oil was sogregatccl In a separate category, effective January 1, 193C, In 
accordance with a directive in the Draft Mcmoranclnm of Principles. (See p. 260 and foot- 
note 42. p. 261.) 

•53 Bunkers include all oils put aboard ships for fuel and power purposes, except for 
those consumed In Internal commerce by tugs, fishing boats, and other coastal vessels, which 
are included above. (Sec p. 580.) 

S'* In a survey of tlio Swedish petroleum market, -for the calendar year 1939, 11, Carlson, 
American vice consul in Stockholm, stated the following: “As regards lubricating oils, 
there is another organization called * * * (The A.ssoclation of Swedish Importers 

of Lubricating Oils). This association controls the prices of lubricating oils sold in Sweden 
and consists of the above large oil importers and several wholesalers, who import them- 
selves and also buy from the large importers” (International Petroleum. Trade, September 
30, 1940, p. 358). The “large importers” referred to include tlie six principal companies 
oporatmc' in Sweden at that time. (Sec p. 694, footnote 1.) The document Deliveries Into 
Consumption — 'Europe includes detailed marketing statistics for lubricating oils for 
Sweden, and for nearly all European countries, compiled for the “base year” for inbrlcating 
oils described in the Memorandum for European Markets ; i. o.. the 12 months ending June 
SO, 1929, and for cacli calendar year from 1929 through 1986, For efforts to develop 
marketing arrangements for lubricating oils on the international level, sec above, pp. 230 
and 242. ' 

International Petroleum Trade, op. cit. March 28, 1938, pp. 58-60. 

Estimated total consumption or petroleum products in Sweden, including bunkers but 
excluding military consumption, was 7,480.000 barrels in 1936, according to the Oil Weekly, 
January 31, 1938, p. 22. If the above figure is converted from nrctrlc tons to barrels 
(using the standard nvorage converting factors given in International Petroleum Trade, 
February 25, 1938, p. 28), the following results appear : Of this total consumption about 
83 percent was in “controlled products,” about 5 percent in lubricating oils, about 0.6 
percent in specialty items, and loss than 12 percent In bunkers.. 
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All important products, except lubricating oils, were subject to the 
cartel arrangements described earlier in this chapter. Lubricating 
oils, accounting for a small part of the total market, were not subject 
to these cartel arrangements but may have been subject to other con- 
trols. No information is available for specialty items, which formed 
a negligible fraction of the total market. Bunker oils wsre not subject 
to these arrangements governing the internal market, but these oils, 
because of the nature of their market, were peculiarly tlie province of 
the major international oil companies. 

During the decade of the 1930’s, Sweden ranked about eighteenth 
in size among the principal petroleum-consuming nations of the world. 
Sweden’s total annual consumption of petroleum products during 
this period was less than 0.5 percent of total world consumption, and 
from O.Y to 0.8 percent of United States consumption. Swedish con- 
sumption was roughly equivalent in volume to that of Holland, about 
one-tenth that of the United Kingdom, about one-sixth that of France, 
and about one-fifth that of Canada or Germany. While Swedish con- 
sumption in 1947 and 1948 was 2 to 21^ times as great as that of a 
decade earlier, its relative importance had only increase d slightly 

During the 1930’s, Sweden was wholly dependent upon foreign 
sources for its petroleum. During this period, nearly 95 percent of 
Sweden’s petroleum imports were refined products, particularly motor 
fuel and gas and fuel oils,'® the other 5 percent of imports being crude 
oil to be refined by the Nynas Petroleum Co. While a small domestic 
shale-oil industry was developed during World War II, its maximum 
contribution in 1945 was but a fraction of 1 percent of Swedish sup- 
ply.'® The expansion in 1938-40 of Nynas’ Nynasham refinery in- 
creased domestic refining with the result that about 12.5 percent of 
the Swedish market was supplied by local refineries in 1947.“ Prac- 
tically all of the crude oil imported in 1947 was from countries whose 
petroleum economies were controlled by the large international oil 
companies.*”- 

Cartel operations; An analysis of the cartel arrangements in 
Sweden reveals that the matters that were mutually agireed upon fall 
within two categories. In one, are the stipulations, joined in by all 
six important participants in the Swedish oil market, which fixed 
prices, regulated selling conditions, and classified customers. Stand- 
ard (New Jersey), Shell, BP, and Texas cooperated in these matters 
from the spring of 1931, and were soon joined, more or less formally, 
by Nynas and Nafta. These arrangements were restated in broad 
and elaborate documents in 1936. 

The international “as is” principles contemplated a much more 
tightly knit structure, however, including the fixing of quotas, the 

Including bunker deliveries, but excluding military consumption. 

''■^Consumption in 1947 was 23,491,000 barrels; i. e., about 64,370 barrels daily (Inter- 
national Petroleum Trade, January 31, 1950, p. 22). Compared with the data given in 
table VI, p. 19, this is about 0.7 percent of world demand, excluding the U. S. S. R., however, 
and about 1.1 percent of United States demand In that year. 

International Pelroleum Trade, op cit., March 28, 1938, pp. 58-59. 

(Ibid., February 28j 1949.) Peak production of refined products from shale oil was 
683,000 barrels in 1945, but production in subsequent years fell off sharply. 

In 1947 Swedish consumption of petroleum products was about 23.5 million barrels; 
total Imports (excluding crude oil) was 19.7 million barrels ; production of refined products 
from shale oil was 0.4 million barrels; and from crude oil, about 3 million barrels (ibid., 
October 31. 1949, pp. 204, 209). 

1947 Imports of crude oil, totaling about 3,334,000 barrels, were divided by country 
of origin as follows; Venezuela, 66 percent ; -Colombia, 9 percent; Saudi Arabia, 22.5 per- 
• cent ; and Mexico, 2.6 percent. 
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division of the market, so that the relative position of the parties 
would be undisturbed, and adjustment of over- and under-trading. 
It is not clear from the report of the Oil Investigating Committee how 
closely the terms of some of the various Swedish agreements approxi- 
mated these “as is” principles; e. g., the often-repeated stipulation 
that the parties would “respect” one another’s customers. Neverme- 
less, the “as is” group— Standard (New Jersey), Shell, and 
applied these principles from the start for all controlled products, 
and were joined by some of the other concerns with respect to asphalt 
in 1932 and 1935, and with respect to benzine, watei’Twhite- kerosene, 
motor kerosene, and possibly other products in 1937. . . 

The principal administrative device for administering the cartel 
arrangements was the weekly meeting of the principal oracers of the 
cartel members. In these meetings, negotiations were regularly con- 
ducted upon questions of interpretation of the various agreements and 
understandings and for the settlement of issues in current problems 
arising in the course of business operations. In short, these meetings 
were the principal means of continuous and full cooperation among 
the cartel members, and, in fact, were compared by the oil investi- 
gating committee to a “permanently functioning board of coopera- 
tion ” The meetings were usually hold in Shell s oflices, and bheil 
acted as the executive organ for the group. Minutes were kept of all 
meetings recording the discussions and decisions that were made. 
The committee reports that, in 1937, 55 meetings were held at which 
897 subjects were discussed; in 1938, 49 meetings were held at which 
656 subjects were discussed; and, in 1939, 51 meetings were held at 
which 776 subjects were discussed.® -r^ ./-ar 

The memorandum for European markets and the Draft Memo- 
randum of Principles both provided that the local representatives 
of the “as is” companies would each submit at their regular group 
meetings duly audited and certified lists of deliveries made ly the 
marketing subsidiaries, together with estmates of the sales of out- 
siders ® That this was done during the period 1928-36, is demon- 
strated by the data from which charts 21 and 22 wwe prepared.® 
Similar provisions to these were incorporated in the Swedish as is 
agreement of October 15, 1937, and the companies informed the oil 
investigating committee that they did, in fact, exchange such statistics 
through a common agency set up for that purpose. This practice was 
resumedaftertheendof World War II. , , , , , 

The Swedish cartel arrangements provided that the cartel members 


^ Althmiffh Toxas participated in all agreements up to 1939, it is not made clear at a_ny 
place that fNarU in the quotas and other distinctive “as is” arrangements prior 

These figures refer to “principal” meetings only, 1. e., meetings of the managing 
directors of So companies. The memorandum for European markets prescribed such 
meeting tortnlghtl™ and the Draft Memorandum of Principles, monthly. In addition 
S the “principal” meetings, there were an undetermined number of meetings of district 
representatives of the companies, and of mootings regarding special products, e. g., black oils. 

The committee contended that the regularity and frequency of these meetings and the 
great number of subjects discussed, all dealing with cartel and related mattCTS, established 
the fact of dose “cooperation" or “association among the companies. The committee 
concluded that It was “not possible to attach any importance to the eontraiy position of the 

The'eiact language in the Draft Memorandum of Principles (art. VI) was that there 
should be Iiresentbd “R complete list of the participants’ invoiced deliveries for each 
product.” It Is not clear from this language exactly what Information was to be submitted, 
but the use of the word “invoiced” would suggest that something more than mere totals 
of quantities sold were meant, that is, that the Information desired may have Includ d 

names of customers, prices, and selling conditions. V -ik qoi ana i 

“ Charts 21 and 22 are at pp. 300 and 302. (See also tables 15 and 16, pp. 301-303.) 
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were to agree upon and apply uniform prices and sa. 
in all cases except where uniform rebates or other deviat 
“official prices and terms” were allowed for special cate; 
tomers. The oil investigating committee reports that th' 
paratively few negotiations over the basic price system 
after the agreements of 1936 and 1937 were concluded 
levels for petroleum products were generally stable^ 
period.®® However, negotiations on prices and terms fo 
tomers occurred repeatedly during the “principal” me 
companies. 

Nevertheless the minutes of “principal” meetings and 
ments available to the committee made it apparent tha 
changes in prices that did occur in the later 193()’s were 
decisions made by the oil companies. One example of su| 
is that made at a meeting on July 7, 1937, which increa 
illuminating kerosene, power kerosene, and automative 
minutes of this meeting record not only this decision t 
by fixed amounts in the different localities, but also a 
each company should send its sales organizations a pr^. 
gra.m at 4 p. m. of the day of the meeting announcing tn 
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„ _ ^ , ^..e new prices 

which were to go into effect the following day.®^ A seepnd case of a 


. . "7 O- ----- — — 

decision to raise prices is that made in meetings on Octobe 
1937, when it was decided to increase benzine prices, 
were received from the IC ®® that it would try to induce 
associations to adhere to the new prices, and from Sven 
independent marketer, that it would apply a correspond, 
in price. A third example of decisions by the companici 
general level of prices and selling conditions, in the op 
committee, was the draft agreement for January 1, 1947. 

There were two often repeated provisions in the inter 
the Swedish documents relating to the protection and 
customers. One was the recurring stipulation that — 

witliout wanting to encroach in any way on the customer’s choi(ti 
they (the companies) ^oould respect each other’s customers. 

Similarly, the closely related provision appears freqii 
documents that, notwithstanding the general rule pr 
established division of customers, adjustments of over- 
trading Avere to be made whenever possible by transferrin 
from one participant to the other. As in the general 
“large contracts” were viewed as a specially suitable ki 
ness for these adjustments. 

The oil investigating committee found that discussions 
tection or surrender of customers appeared usually in the; 
connection with the negotiations over special customers' 
terms and in negotiations over purchases by state and m 
stitutions. 


™ The committee ventured no opinion aa to the causea of thla price at; 
period when the companies Insisted that there was “violent war” In the mai 
“Ptu-t of this prcserilied telegram read ns follows; “All distribution fr 
of products mentioned must cease at 5 p. in. No deliveries may be m.ade at 
time mentioned. Shortages of empties not accepted as reason for after-delil 
and depot offices and agents shall coriflrm direct to head office that no prd 
tho stocks at old price after time lived. The company orders that the abi) 
followed. Deviations involve serious consequences to those conci 
” An association of automobile owners’ purchasing associations. 

™ Italics added. 
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The committee reports a number of typical cases showing the tone 
and direction of the negotiations over special customers’ terms. In the 
minutes of a meeting on January 31, 1936, for example, it was decided 
that prices charged the Stockholm tramways for benzine and bentyl 
were far too low and should be raised by the tramway supplier. Gulf. 

In order to protect Gulf against the loss of this large customer and 
thus make possible the increase in price, it was agreed that the other 
oil companies, if invited to make offers, would quote the tramways a 
higher price than that which Gulf was to charge under this decision. 
Similarly, it was agreed on J anuary 7, 1937, that Shell, which supplied 
the tramways with gas oil, should, upon the expiration of the current 
contract, quote a price 20 percent higher than before. The other con- 
ditions of sale were also fixed by agreement of the parties. 

Standard, Texaco, and BP declared tlieir willingness to protect this price quoted 
by Shell in such a way that, in the event of the tramways applying to them with 
an inquiry, thep would quota a higher price, varying for the, parties concerned. ' 

Gulf ™ “promised not to disturb the customer in question” and agreed 
to quote a higher price, also, but pointed out that it had previously 
promised the tramways that it would meet the prices for gas oil that 
were offered by “any of the other oil enterprises operating in this 
country.” If pressed by the tramways. Gulf promised to “get into- 
contact with Mr. Gustafson, Shell, and settle the question of price in 
consultation with him.’’^ 

A number of provisions in the various documents regulate business, 
with state and municipal institutions. The Draft Memorandum of 
Principles, for example, declared that quotations for government busi- 
ness should only be made after the companies had fully consulted in 
advance, but that no party should be restricted from quoting for such 
business if necessary for political or other important considerations. i 
In a supplement to the Swedish “price system” agreement of January 
31, 1936, it was agreed that no other rebates than those usually applied 
to the general public would be granted for purchases by_ state institu- 
• tions which bought privately, such as regiments, hospitals, and the 
pilotage service. In the Swedish “as is” agreement of October 15,. 

1937, it was decided that new offers for all transactions with state and. 
municipal institutions shotdd contain uniform prices and selling con- 
d itions. It was decided, further, at a meeting on J anuary 12, 1937, that 
offers to such institutions should not be submitted by retailers but by 
the “companies’ own organizations,” i. e., the companies should handle 
such business directly from their head sales offices to insure that the 
terms of the agreements were fully apfilied. 

Negotiations were regularly had with regard to tenders for business 
to state institutions, municipalities, and semi-state-managed institu- 
tions, and with regard to the possible transfer of these major con- 
sumers in adjustment of ovor-and-under trading. The interest of 

™ Actually Gulf’s affiliate Alfred Olsen & Co. . . ^ 4.,. t 

"All quoted statements are from tlio minutes of tlio meeting. Tlie minutes of the meep 
Ings Indicate that these questions wore settled only after long negotiations during which 
the reluctance of some parties to give up an opportunity to acquire these customers was 
overcome. Similar decisions were made with regard to pooling and dividing up the 
huslness in other markets, the manipulation of prices, fictitious quotations of prices, etc,, 
being agreed upon as devices to steer the customers to their assigned simplicrs. Thus, 

Texas was to have the deliveries to the Gothenburg Association of Taxl-Owners, while ■ 
other business in the Gothenburg area was to be steered to the other oil companies. 

Statement of the managing director of the Swedish Shell Co, In the translated copy 
of the Report of the Oil Investigating Committee, the numerous examples of the allocation . 
of municipal customers were omitted, 

23341 — 62^—20 
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the parent companies in this matter is reflected in a letter written by 
one of the subsidiary companies to its parent company office in London 
reciting difficulties that had arisen in the allocation of some state 
business. The letter, as summarized by the Oil Investigating Com- 
mittee,’'* reported that the subsidiary company, which was an under- 
trader, was anxious to adjust its trade figures, in accordance with the 
usual practice, by the reallocation in its favor of the benzine business 
of the state railways. Another company, an overtrader, was reluctant 
to do this — this company was always “anxious” to get its full “share 
of each business that cropped up” — chiefly because it feared that 
another large consumer would not renew its contract at the expiration 
date. Since the recalcitrant party would not yield to persuasion, the 
parent company was asked to see if it could do anything in this matter, 
presumably in the principal offices of the oil companies in London. 

The Oil Investigating Committee reported that the Swedish con- 
sumers’ associations had generally attempted to safeguard the, interests 
of their members but “had not been able to influence conditions on the 
market to any extent worth mentioning.” ” Nevertheless, they had 
an irritating effect upon the cooperative efforts of the oil companies, 
particularly with regard to prices. The companies seem to have been 
able to keep matters under control, however, chiefly through their 
control over supplies.’® ... 

The relations of the oil companies with the IC organization,’® the 
most important cooperative in the petroleum market, are instructive. 
In a draft memorandum written on May 5, 1937, Standard (New Je^ 
sey) Shell, Texas, and BP reached a tentative agreement with the IC 
and its member associations.” IC’s practice had been to import 
petroleum products,’® but, since its supplies from importation wore in- 
sufficient to moot its needs, it had been required to purchase supplies 
' from the oil companies on what IC generally regarded as unsati^ 
factory terms. It was contemplated in the memorandum that 10 
would buy its total requirements from the four companies,’® except 
for supplies already contracted for from Nynas and othp small 
importers ; that IC would sell only to its member organizations and 
would not increase the number of its member organizations ; and that 
it would furnish trade statistics to the companies and apply the same 
prices and selling conditions as the companies. On the companies’ 
part, they would not try to sell to IC’s member organizations except to 
those which were already customers. „ , 

Subsequent events showed that IC did, in fact, generally comply 
with the stipulations regarding prices and selling conditions. The 
minutes of a group meeting on June 9, 1937, show that IC and the 
oil company representatives “unreservedly” agreed to join in the above 


™ The committee was not allowed to quote directly from this letter dated May 8, 1938. 
See above, p. 380, footnote il. 

« Ch II of the report of the committee. ^ ^ „ 

« The remarks made below, p. 297, concerning the difference between the ^suPPlj 
position and the marketing or “distribution” position of the companies are particularly 

IC^waa an association of automobile owners’ purchasing organizations including 
owners of commercial vehicles. . t,. , * „„ 

” This agreement was neither signed nor dated, and as much as a month later the com- 
panies thought that everything was definitely settled. The IC told the investigating com- 
mittee that they had not found it possible to accept the terms of this agreement. 

’SThe IC purchased from Nafta until that company began Its cooperation with oil com- 
panies in 1982. Thereafter, the IC attempted to Import Its requirements but was not 

i^ere”to"b^e fiS'^ouVnlted ^States Gulf quotations plus freight and other charges. 
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apreement which was to become operative at a time to be agreed upon. 
i&“e’srnttives agreed to attempt to eliminate «X"/the 

the part of its member organizations, and ^^stmiis 
protection or transfer of certain customers of lO and the companies 
were settled. IC also promised to purchase equivalent quantities of 
benzene from the companies should some customers refuse to be trans- 
ferred On July 1, 1937, IC agreed to prevent a member organization 
from expanding into a territory whore Shell had eliminated rebates 

organizations to apply the general increase in prices voted by the o 

■companies effective on November 1,1J3(. .mnu other 

The oil companies similarly brought pressures to f 

consumers organizations, such as associations of property holders, t 
Na“] ITsfciation of Swedish Farmers, and the several fishery as- 
sociations. The tactics used included lessening the amount ot or 
eliminating discounts, rebates, bonuses, commissions, and the like, 
refusal to make additional deliveries to associations which inci eased 
their membership or to enter into contracts with new associations, 
and so on In short, it was agreed that every measure should be taken 
to avoid “the risk of such organizations 

difficulties may be caused to the companies. To this end it was, 
agreed, on June 10, 1938, that— 

matter having been discussed in advance with the other paiticipants. 

Aside from the six principal oil companies and the various con- 
sumer cooperatives, the only independent competitors in Sweden were 
a few small importer-marketers.**^ The Investigating Committee r^ 
marked that the oil companies brought concerted pressuroTo boar on 
these enterprises to insure their adherence to the established price pol- 
June 11, 1937, to f ’'fe 

a retail outlet of one of these independent competitors cut prices. The 
managing director of BP acted for the group in undertaking- 

tn iTvini'oss effectively on the supplier (1. e., the independent enterprise) * 
that me benzene prices fixed for the place in question shall be observed. 

The principal goals of the Swedish agreements, according to tk© oil 
companies, were to eliminate market developments which, from their 
point of view, were highly unfavorable. The agreements were lib- 
Lally peppered with statements of the desirability of clearing up the 
existing “price chaos” or “unsound rebate conditions, or of achieving 
“a better order in respect of selling pneo. The purpose of the 
Swedish “as is” agreement of October 15, 1937, was stated as follows. 

In arrive at and maintain a stable and normal price level in the Swedish 
and, through better cooperation pako it possible for the companies to run t ei 
business as economically as possible.” * * 

The oil companies also insisted that the various agreements and 

to eliminate “exceptional prices where 

Trado, September 30, 1940, p. 358. 

83 Italics added. 
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other documents represented a cooperative spirit among the oil com- 
panies that was more apparent than real, since it was contended that 
the company representatives had not adhered to the decisions they 
had themselves made. 

The Oil Investigating Committee concluded that is vndi&fVitable 
that the development of price on this market has not teen the result 
of free com^petition hetween the various enterprises^ This remark 
of the committee wp s, in effect, a summary of their reply to the two 
arguments advanced by the companies. On the one hand, the com- 
mittee stated that, since they were able to determine costs, prices, and 
profits of the oil trade only for the domestic trade in Sweden, as: 
they did not have access to the accounts of the parent corporations 
covering the operations of exploration, production, refining, and 
transportation, they were unable to determine as a matter of fact 
whether or not the prices in Sweden had been reasonable and the 
oil trade in Sweden remunerative.®:* In the opinion of one expert, a 
former official of Texas Co. in Sweden, “the agreements were most 
dangerous to the State, since when making purchases, the State ac- 
cepted the lowest price offered, even when this happened to be higher- 
than that paid by certain other consumers.” The committee also- 
found a letter from a subsidiary concern to its parent, written in 
April 1939, stating that benzene prices were unduly high in the cur- 
rent market, but that they would not be reduced because two of the- 
companies wanted to recover during the year their investments in new 
plant facilities. The committee, in short, was skeptical of the argu- 
ment that cooperation was begun and maintained because of ruinous-- 
marketing conditions, and replied simply that. there was no “free com- 
petition” in the market. The committee’s view seems to have been,, 
rather, that cooperation in Sweden was largely dne to the international 
“as is” agreements. 

As to the second argument, the committee agreed that there was 
undoubtedly a gap. between the letter of the agreements and their 
application, since a complete application would not have been pos- 
sible in any event. The committee’s view was that it was not neces- 
sary to explore the question of the extent to which the agreements 
were applied, since those who made the agreements presumably in- 
tended to abide by thorn.®® The managing director of Shell told the 
committee that “the documents have been prototypes of liow the com- 
panies wanted things to be,” i. e., the companies wanted a strict regu- 
lation of the market in accordance with the terms of the agreements. 
On another occasion ho remarked that, assuming that the oil trade- 
prograrns were prepared on a basis of 100-percent cooperation, the 
companies had had to be content if 50- or 60-pcrcent cooperation were- 
actually attained. 


Italics added. 

^ Chapters IX, X and XI of the Swedish Report. See also footnote 21, on p, 281. 
^ See below, p. 308, footnote 28. 
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Quota arrangements . — The quota arrangements outlined by tbe in- 
ternational “as is” agreements were adoj^ted and applied in the Swedish 
market by the “as is” group of companies and were included in modi- 
fied form in the five-party Swedish “as is” agreement on October 15, 

103T 

The Memorandum for European Markets established, and the Draft 
Memorandum of Principles continued, a system of “distribution or 
“total consumption” quotas.®" These were designed to protect the 
division of markets among the participants that had actually existed 
during the base year. Each participant was recognized as being ‘ en- 
titled” to his established quota or proportion of the total market for 
each petroleum product, and the parties mutually agreed to “respect 
these quotas. Over- and under-trading among the parties was to be 
“adjusted” by a system of fines and compensation. Gains and losses 
in the market attributable to “outsiders’’ were to insure to the sole 
benefit or injury of tlio participant making the gain or suffering the 
loss 

The “distribution quotas” should be carefully distinguished from 
the total “supply position” of the “as is” participants in each country. 

The international agreements set forth detailed principles designed 
to safeguard the relative “supply position” of each participant in 
•each national market,®’ that is, the position of the international oil 
companies as suppliers not only of their own marketing subsidiaries 
and outlets in each country but also as suppliers of “outside” marketers. 

' The “distribution quotas,” on tlie other hand, were managed at the 
level of tlio local markets and controlled the activities of the domestic 
marketing subsidiaries of the “as is” group and their marketing out- 
lets. The distribution quotas that were fixed from time to time in . 
Sweden are reproduced, for th'e more important products, in 
tfiblc 14.^® 

The basic quotas, as shown in the first column of table 14, represent 
the percentages of each product market actually held by each “as is” 
participant during the “base year” or “qualifying period,” 1928. 
Undpr the agreement, they were the share of the product markets to 
which each of the parties was entitled. Except for asphalt, these 
■quotas remained in effect until January 1, 1936, but in fact part of 
the “basic quotas” failed to represent actual marketing conditions 
af ter 1930, as will be explained below. 


8“ Seo discussion above, p. 280 ff. 

88 mstuKon au*ot^“for whUe spirit, gas oil, and aii tomotivo gas- oH tu'c omitted. The 
■quota tor automotive gas oil, effective January 1, 1930, was Identical to that for benzine 
in accordance with addendum VI of the Draft Memorandum of Principles. Seo p. 201, 

^°Data'jn table 14 and discussion In the text relating to quotas prior to 1037 are based on 
Standard (N. S.) documents. Deliveries Into Consnraption — Europe. Data and discus.3ion 
relating to^the quotas for October 1, 1937, arc based on cliapter XII of tlie Swedish Report. 
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Table 14. — Distribution quotas under Swedish “as is” arrangements 
[Expressed in percentages] 


BENEZINE QUOTAS 


Company 

Basic quota, 
1928 

Effective— 

Jan. 1, 1936 

Oot. 1, 1937 

Standard (New Jersey) 

37.03 

28.06 

28. 06: 

Bholl 

42. 94 

32. 63 

32. 6a. 

AIOC (BP) 

1.04 

8. 43 

8.43 




12. 92 : 

Gulf 



12. 09 

Total quotas 

81.91 

69.02 

94. 03 

Outsiders - 

18. 09 

30. 98 

5. 97 

Total market - 

100. 00 

: 100. 00 

100.00^ 


WATER WHITE (ILLUMINATING) KEROSENE QUOTAS 


Standard (New Jersey) - 

61.14 

61.03 

51.03 

Shell 

30. 62 

25. 57 

25.57 

AIOC (BP) 

.70 

4. 80 

4.80 




9.36 

Gulf i 



7. 29 

Total quotas 

92. 46 

81.40 

98.05 

Outsiders - 

7. 64 

18. GO 

1.96 

Total market 

100.00 

100. 00 

100. 00 


MOTOR KEROSENE QUOTAS 



36. 41 
39.63 
.44 

28.21 
30. 61 
7.50 

. 28. 21 
30. 61 
7. so- 
il. 32 
15.28 

Shell .11 

AIOC (BP) 


Gulf 






' 76. 38 

23. 02 

GO. 82 
' 33.68 

92. 92 
7. 08 



100. 00 

100. 00 

- 100.00' 



DIESEL OIL QUOTAS 



47. 42 

38.14 


Shell 

52.58 

42. 29 


AIOC (BP) 

6. 52 






100. 00 

86. 95 



13.05 



100. 00 

100. 00 





ASPHALT QUOTAS 



Basic 

Effective — 

Company 

quota, 

1928 

Jan. 1, 
1932 

Aug. 1, 
1932 

Jan. 1, 
1935 


66. 62 

67. 61 

56.32 

32.74 

Shell 

33.66 

32. 76 

32. 08 

18. 66 


2. 96 

2. 96 




37. 00 






90. 27 

90.27 

91.36 

91.36 


9.73 

9.73 

8. 04 

8. 64 



j 100.00 

100.00 

100.00 

100.00 
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The great changes in the Swedish market between 1928 and 1936 
were given recognition in revised distribution quotas, effective Janu- 
ary if 1936. Among thejnost important of these ch^^^ 
position acquired in each product market by 
Nynas, Nafta, and others— and guaranteed a ready in 
by the agreements of the oil companies to 

eiiql-omers These do facto positions were recorded, in effect, along 
with “special quotas” for BP, when Shell and Standard substantially 
reduced their quotas for each product, except asphalt, for which quota 
adjustments had already been made. In other words, to accommodat 
the “outsiders,” Standard and Shell agreed that they were entitled 
to substantially smaller portions of tiie market, an ^amm^io 
of table 14 will show, the quotas of Standard and Shell were simpy 
reduced in ratio to the size of their “basic quotas” rather than aecor - 
in^ to any formula in the various international or local agreements. 

Insight into the process of revision of quotas is afforded in the case 
of the greatly increased quotas granted to Anglo-Iranian (A^ P) , 
or BP.^ The increase in AIOO’s benzine quota was explained by a 
Standard (New Jersey) official in these words ; 

Compensation is given by AIOC to SCO ^ rf" 1 cl 

difference between this special “local quota and AIOC s as is quota ot Lb4 
nercent • such compensation takes the form of a reduction of SOU of New Jersey s 
awd Shell’s olligation to lift gasoline from AIOC under the heneine agreement. 

In short, the local quotas in the case of benzene, and probably in the 
case of the increases granted AIOC in all other product markets ex p 
asphalt, wore fixed on the basis of other internal arrangements of the 
“as is” group made on the international level. 

' Further insight into the quota mechanism is provided by the quota 
schedules for asphalt, which show the earliest known cases in Sweden 
of the admission of “outsiders” to the distinctive as is 
The first revision of the basic quotas, effective January 1, 1932, records 
the acquisition of an outsider by Standard (New Jersey) • Jf, 

vision reflects the readjusted relative positions of Standard and SheU, 
however, rather than the facts of greatly changed positions in the 
market.®^ Effective August 1, 1932, tlie distribution qimtas were again 

revised to show the entry of Texas into ‘ as is 7r 

1, 1935, a further revision was made upon Nynas adherence to as is 
principles. The quotas assigned to Texas and Nynas both reflect the 
share of the asphalt market each held in the calendar year prior 
their admission to the quota arrangements,®" and the four parties now 

Tn/Bsa rscs'%f.“.sr;.- s^S'Ts 

“*«rsPe"'l6^for"the'ac?u™ B»ano's share ol the 

thellfote ar?argtm\nte to account for quota of 2j90 Percent^ 

ti^^LTb e“''stoaara^s"qu7ta®w^^^^^^ aSd^ffi'a b? 13.42 percent. 
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“recognized” their respective “right” to the shares of the market signi- 
fied by their quotas. , 

The Oil Investigating Committee reports that distribution quota 
arrangements wore entered into by the five parties to the agreement 
of October 15, 1937. These quotas were effective as of October 1, 1937, 
and are shown in table 14 for benzene, water white kerosene, and motor 
kerosene.®^ The quotas to which the members of the “as is” group— 
Standard (New Jersey), Shell, and BP— were “entitled” remained 
unchanged from the revision effective on January 1, 1936. The quotas 
to which Texas became “entitled” were generally somewhat higher 
than actual performance in earlier years, while those for Gulf were 
somewhat lower than the actual performance of Nafta, the predecessor 
organization which Gulf had purchased in the spring of 1937.®^ As 
these pages indicate, therefore, the effect of the revisions of 1936 and 
1937 was substantially to substitute 1935 for 1928 as a base year or 
“qualifying period.” . 

The 1937 agreement al so provided that the companies wore entitled 
to change their distribution quotas for the different products provided 
that their “fixed total distribution quotas” were not exceeded ; i. e., the 
total quantity of products sold diet not exceed the total quantity al- 
lowable under the distribution quotas for the different prodiuTs. 

The Oil Investigating Comntitteo was not able to supply full in- 
formation on the administration of provisions regulating adjust- 
ments for over and undertrading under the quota arrangements. It 
states that there were such adjustments in 1935' and 1936, and prob- 
ably also for 1934.” It does not state how_ these adjustments were 
arrived at nor the amounts of the fines paid and compensation re- 
ceived by the parties. 

The agreement of 1937 included provisions for the adjustment ot 
over and undertrading among the five parties, which generally ac- 
corded with those principles sot forth in the Draft Memorandum ot 
Principles.®® The oil companies stated that they could not trace any 
adjustment made in the period after January 1, 1937, nor could the 
committee establish whether such adjustments had been made through 
the parent companies. The committee had fragmentary evidence 
that such adjustments had been made,®’’ and that fines wore paid m 
connection with the adjustments. 


™ The oil Committee reports Quotas only for these Pf^iUmts, but does not incllcato 
or* not fivc-DHrtv onotas wei’o agreed upon for Diosol oil, gas oil. 

spirit The .asphalt .piotas of 1036 alrc.ady covered all Important Swedish oil companies. 

’^It Thia prohably reflects the fact that Texas held substantial shares of these ™'‘>^hets in 
1028 while N'afta was not in business during this qualifying period. See table lo. Texas 

'’“<rSds"™obabjf"ep^ and Gulf arrived at during the negotla- 

ib0TCTp“26V2n8. According to the committee, the Swedish “as Is” agreement 
provided th.at these ad,1ustnients were to he made at G-month Intervals In accordance with 
tbo following nrocedure : (a) Tr.nde losses attrijiutable to outsiders were to be exclude.! 
from, the distribution quotas, as such losses were “entirely for the account of U'® 
nartiolnnnt.” Trade gains, however, were to be regarded as a Joint gain to he shared 
among file parties in proportion to the distribution qiiotas. (b) ^he repplting modifi d 
quotas were to be the basis upon which adjustments of over 

parties were to be caloulated. The adjustments were to he made tiv an assignment of busi- 
ness from the overtrader to the undertrader. If this coiUd not be done or proved to be 
onlv a partial adiustment, the undertrader could supply the ovcrU’ader a quantity of the 
same product amounting to his overtrading therein or the undcrtradlng of the under- 
Ser wMchewTZs the less.” The method of fixing the price in such a sale was not 
stated In the report, (c) The report docs not state whether the agreement provided for 
a STStom of additional linos and compensation or for revision of the distribution quotas as 

provided In the Draft Memorandum of Principles. „ ^ 

w The report originally contained “a schedule of adjustments known to us, but un- 
fortunately this was omitted in the translated document. 
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Tradinff results, 1928-36. The actual “trading results” achieved 
by the adherents to the cartel arrangements were recorded for the 
D-year period, 1928-36, in the documents known as. the “Deliveries into 
Consumption — Europe.” Charts 21 and 22 and tables 15 and 16 

present data for all products for 1928, the “base year”; 1931, the 
year in which the Swedish cartel began to operate; 1934; and the 
last year shown in the documents, 1936. ^ These tables, therefore, cover 
the most troublesome years in the Swedish petroleum trade, the yeais 
of the depression and of the invasion of the market by ^^nas, a 
Swedish refmer-importer-marketer ; by Nafta, a Russian (govern- 
ment monopoly ; and by Gulf. ' . it 

In charts 21 and 22, two cartel divisions are s.lmwn, one maiTiccl 
“ *as is’ group,” and the other “total cartel.” The ‘*as is group; 
Standard '(New Jersey) , Shell, and BP— is set off because of the dis- 
tinctive arrangements that existed between them as described earner. 
Except in the asphalt market,’^ no other cor^anies adhered to these 
special “as. is” stipulations prior to 1937. Somewhat weaker cartel 
arrangements were adhered to during this preiod by the “as is group, 
together with Texas and Nynas. Nafta entered upon a period of col- 
laboration” in the matter of prices and selling conditions in late 1932 
and was. a signatory to the “price system” of 1936.^ The term total 
cartel,” therefore, signifies the percentages of the product markets 
held by the five participants in 1931 and 1932, and the six participants 
after 1932. 


Table 15. Deliveries into consumption of petroleum products in Sweden in 

selected years 

[In metric tons] 


Company 

1928 

1931 

1934 

1936 

Benzene: 

77, 786 
90, 193 
4,087 

95, 976 
111,087 
20, 138 

68, 079 
120, 146 
24, 645 

120, 646 
146, 729 
37, 253 


AlbC (BP) - 


172, 006 
28, 000 

227, 201 
37,240 
3,936 

243, 369 
46. 201 

5, 848 
65, 991 

304, 628 
65, 179 
7, 668 
53, 722 







268, 377 
63, 500 
1,100 

361, 409 

421, 197 




10. 000 

4, 723 

15, 473 


200, 000 

322, 977 

366, 132 

436, 670 

Water white kerosene: 

28, 379 
14, 214 
323 

26,704 ! 
16, 477 
964 

23, 095 
15. 41.2 
2,030 

23, 975 
17, 188 
2,942 


AIOC (BP) - - 


42, 916 
3,000 

44, 145 
2,911 
244 

40. 543 
3, 921 
165 
6, 040 

44. 105 
4,683 
385 
2,930 







47, 300 
l.-WO 
300 

49, 669 

52, 103 




600 

132 

477 

Total market - 

40, 416 

49, 100 

49. 801 

52, 580 


“ standard (New Jersey) docs not report any later statistics in tlielr flies in this 
*^“™Separato data on white spirit are omitted here, as this product is 

in the Swedish market, accounting for less than 1 percent of total tonnage traded in each 
year. 

1 See above, p. 299. 

2 See above, pp. 282 an(3 283, 
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Table 15. — Deliveries into consumption of petroleum products in Sweden in 

Selected years — Continued 


[In metric tons] 


Company 

1928 

1931 

1934 

1936 

Motor kerosene: 

7 , 321 

7, 949 

1 89 

6,657 
7,698 
1, 266 

8, 256 

1 11,315 

2, 299 

! 10,064 

1 13, 290 

! 3,344 

Shell ‘ ^ ‘ 

AIOC (BP) - - - 


1 16,359 

3,250 

15,621 
2. 273 
734 

21,870 

3, 437 
597 
6,804 

26, 698 
4,287 
758 
6, 504 




i 





18, 628 

1 3,500 

600 

32, 708 

38, 247 




1, 500 

15 

524 


20,109 

22.728 1 

32,723 1 

38, 771 

Oas oil: 


15, 120 
23, 122 
' 40 

14,090 
22, 250 
590 

18, 042 
29, 249 
1,311 

24, 395 
33,710 
3, 695 

Shell --- 

AIOC (BP) 


38,282 

785 

36,930 

2,220 

2,278 

48, 602 
6, 078 
1,424 

61,800 
6, 465 
1,817 






41,428 

4,300 

3,000 

56, 104 

70,082 

Nafta - 




14,577 

601 

14, 825 
564 


2, 258 



41,325 i 

48.728 ! 

71,282 

85, 471 

Diesel oil: 

Standard (New Jersey) . 

Shell - -- 

8,473 
9, 395 

9,919 1 
17,475 : 
1,007 ; 

17,852 

31,658 

2,171 

38, 677 
50, 098 
5, 285 

AIOC (BP) 



17, 868 

28,401 i 
3,324 ; 

51,681 

1,279 

94,060 

1,279 





31,725 
4, 700 

1 6,000 

52, 960 

95,339 





9, 525 

11,434 



17. 868 

I 42,425 

62, 485 

106, 773 

Asphalt: 

8,196 
4, 872 

6, 766 
6, 379 

4,148 

3,961 

6, 546 
6, 482 

Shell - 


13, 068 
158 

13, 145 
799 
9, 233 

8, 109 
521 

11,128 

1,913 

13, 028 
1,816 
18, 464 
3, 332 









23, 177 

21,671 
2, 583 
5, 777 

36,640 
12,030 
2, 439 




j 1,2.’>1 1 3,829 


14,477 j 27,006 j 30,031 

51, 109 
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‘Tabm; 16 . — DelmeHes into consumption of "eontrolled products,” summary 
statistics ' for Sweden in selected pears 

[In metric tons] 


Company 


Standard (New Jersey). 

Shell. 

AIOC (BP) 


Texas. 

Nynas. 

Nafta... 


Total ‘^•’as Is^’ group. 


Total cartel. 

Nafta 

A. Olson & Co. (GulO- 

Slnclair 

•Sundry.., j. 


Total market.. 


145, 545 
160, 399 
4, 539 


300, 486 
35, 1D3 


15,891 


351,767 


160, 490 
182, 646 
23,965 


367,100 
45, 443 
19, 749 


432, 292 
67, 60Q 
9, 000 


6, 462 


616, 254 


170,857 
213,400 
32, 362 


416,619 
60,158 
20,441 
80, 548 


577, 766 


24, 102 
2, 583 
11,824 


616, 275 


220,090 
270, 505 
52, 619 


549,114 
72,478 
30, 371 
07,467 


719, 430 


20, 259 
12,030 
19,864 


777, 683 


' Includes all products .shown In table 15 and white spirit, 
of the Swedish domestic oil business. 


"Controlled Products” comprised the bulk 


Gulf, tlirough its affiliate, Alfred Olsen & Co.,^ held a share of the 
gas oil and Diesel oil markets during most of this period, but the Oil 
Investigating Committee do6,s not report that it participated in any 
agreements prior to 1936.* In 1937, Gulf purchased the business of 
Nafta which, together with its gas and Diesel-oil business, it con- 
solidated into the Swedish Gulf Oil Co.® In this capacity, it entered 
into the agreement of October 15, 1987. 

Aside from the “other cartel” members who are included in charts 
21 and 22 as “outsiders” prior to their entry into the cartel, the only 
•outsiders in the Swedish oil market were the Swedish cooperative so- 
cieties and a few small importer-marketer firms. These were referred 
to collectively in the “deliveries into consumption” ns “sundry mar- 
keters” and typically held negligible fractions of most markets, except 
asphalt.® The Swedish cooperative societies occasionally imported 
petroleum products but usually bought their supplies from the oil 
companies, performing various wholesale and retail functions for 
their members. Although the cooperatives, as has been shown,’ posed 
a constant throat to the cartel arrangements, the oil companies were 
generally successful in controlling the situation. 

It appears from a cursory inspection of charts 21 and 22 that the 
is” group suffered considerable losses from its position in 1928. 
Actually nearly all 'of these percentage losses occurred during the 
period 1929-32, when Nynas, Nafta, and Gulf entered the markets. 
After the first cartel arrangements were made in 1931-32, the “as is” 
group slowly improved its position. The fact is that in 1936 the “as 


® The relations of Gulf and Alfred Olsen & Co. are described below, p. 334. 

4 Gulf had begun collaboration with the cartel group as early as January 1986, and 
■was a participant in the meetings of June and July 1936, see p. 288. Gulf is shown as an 
“outsider” In charts 21 and 22, but might well be included as a cartel member for 1936. Its 
share of the various markets for 1930 Includes gas oil, 17.34 percent ; Diesel oil, 10.71 
percent ; and, for all “controlled” produeta, 3.38 percent. 

® Alfred Olsen & Co. has continued in business as Gulf’s marketing subsidiary for lubri- 
cating oils and greases in the Scandinavian countries. 

® Sinclair was the only important outsider in this market. Besides the “sundry” 
marketers, there wore in the dllCerent years from 8 to 12 other small foreign and domestic 
concerns in this market. 

^ See above, p. 294. The independent marketers ‘were of only local significance and were 
described by the Oil Investigating Committee as holding “negligible” proportions of the 
trade. 
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is” group and the Texas Co.® had little cause for dissatisfaction with 
developments after the troublesome years 1930-32. They wore get- 
ting a smaller slice, percentagewise, out of a much bigger pie. Thus, 
the actual tonnage traded in the benzene market by the group in 1936 
was 77 percent larger than in 1928 although their percentage of the 
total benzene market had declined 12.2 percentage points.® Similar 
- results appear in all markets; in over-all terms, the group’s share of 
the market for all “controlled products” declined nearly 16 percent 
while their tonnage increased about 82 percent.® Moreover, their 
market in 1986 was assured and stable due to the cartel arrangements. 
Finally, with the substitution of Gulf for Nafta in 1937, the last 
doubtful and extraneous element in the markets was removed. 

The other cartel participants — ^Nynas, Nafta, and Nafta’s successor, 
Gulf — also had grounds for satisfaction with the course of events.^ 
The positions won by these firms in the 1930-32 period were confirmed 
and protected by the cartel arrangements that developed after 1931, 

The deg-ree of control of the Swedish petroleum markets acquired 
by the cartel participants is made apparent by an examination of 
charts 21^ and 22. It should be noted that the cartel members and 
Gulf, which entered the cartel in 1937, accounted for from 95 to 100 
percent of all petroleum product tonnage delivered in 1936 for con- 
sumption in each product market. As will be seen in chart 22, the 
cartel members made 92.62 percent of such deliveries, while Gulf made 
3.38 percent.^ All other marketers accounted for only 4.1 porcent.^^' 

These data represent only one measure of accomplishment in regu- 
lating the market. However, taken together with the control achieved 
over prices and selling terms, as well as over the activities of the small 
“outsiders,” they suggest the attainment of a considerable degree of 
success. 

Attempts to- obstruct and mislead the committee . — The international 
oil companies were hostile to the investigation and report by the Oil 
Investigating Committee. Their answers to questions were often 
evasive and nonresponsive, and they made strong objections to the 
report being made public. 

The first step by the committee was to summon the managing 
directors of the principal oil companies to a meeting on September 25, 
1946, at which stenographic records were made. Representatives of 
the Swedish subsidiaries of Standard (New Jersey), Shell, Anglo- 
Iraiiian (BP), Texas, Gulf, and Nynas (a Swedish concern) were 
present. The chairman of the committee first reviewed the attempts 


* I’liese same conslrterationg apply In tlie case of Texas .as for the “ns is” group. Texas 
held about 10 percent ol the trade in .all controlled products in 1S28 and aoout 8.82 
percent In 1031 when It entered the cartel ; thereafter Its percentage position improved 
slowly. Its total volume in 1930 was slightly more than double that of 1928. 

® See table.s 15 and 10. 

“Nyiias began operations in 192!) and held between .3 and 4 percent of the trade in 
controlled products £roir» 1981 to 1636. Nafta, which -was founded In 1928, rapidly In- 
creasod Its share of the business, accounting for 13.10 percent in 1931 and 17.97 percent 
In 1932. Thereafter its share of the Swedish trade declined to IS. 07 percent in 1934 and 
8.68 percent in 1936, While Nafta’s share of the market fell off, Its total volume of 
business In 1936 wag about the same as in 1931 and somewhat smaller than in 1934. See 
table 16. Gulf, through its affiliate, Alfred Olson & Co., held 1;75 percent of the trade 
in 19,31 and ,3.3 to 4 percent in the subsequent years, but its trade was entirely in Diesel 
and gas oils, in which product markets Gulf was practically the sole outside element. 

“ Sec above, p. SS4. 

Clileflv the cooperative associations in the benzine market .and various outsiders in 
the asphalt market. 
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at cooperation during 1930-33, which had been described in a previous 
report to the Riksdag. He then asked the following questions : 

1. Are any of the agreements made in the early thirties still in existence? 

If not, when did these agreements cease to be effective? 

2. Did any agreements or any other form of collaboration regarding l^int 
pricing or Joint quotations when making offers exist during the later thn-ties 

3. Have such agreements been made or has cooperation regarding pricing or 
allocation of trade quotas existed after the end of the war, 

The representative from each company was separately interrogated. 

1 For the most part the answers to these three questions were in the 
negative, qualified only by assertions that , such agreemente as had 
existed had been “oral”' or “international” in origin, and that these 
agreements had never been applied and had never lessened coinpe i- 
tion The committee’s reaction to these statements was that the nrst 
meeting left the impression that there had been no organized coopera- 
tion of any importance worth mentioning between the companies dur- 
ing the period in question.” , ol, 11 ,^ 1 . 1 , 

As a result of further information obtained from Shell and other 
sources, the representatives of the six oil companies were summoned 
to a second meeting on November 22, 1946. At this meeting there was 
considerable disagreement among the company representatives as to 
whether certain agreements liad or had not existed, whether or not 
they had been signed, and as to their subject matter and provisions. 

As a result of this second meeting the company representatives prom- 
ised to search their files, and the committee undertook a full-scale 

investigation. , „ 

In the committee’s opinion the representatives of the companies gave 
erroneous and misleading information^' at the two meotinp. Ihe 
committee stated, however, that “the documents requested [Irom the 
companies] now seemed to have boon placed at our disposal. 

Nk only did the oil companies attempt to mislead the committee at 
the very beginning of the investigation, but they also insisted vigor- 
ously that the findings of the committee should not be published. 

Their statements to this effect were published as part of the report, 

« Tho ropresentaUve of St.in<3ard (Now Jersey) Insisted that there had always been a 

“h‘fT7konld’ be" neted'thaf the company representatives had been notlflod at the opening 
of the mectlk that they were liable to criminal penalties if they willfully made false or 

rElfvof"of°Sheu‘'andS^tPwirron\he4hole‘!'mo?e‘itski41^^ 

"“The l<-™onw.? rfk'im m)reSatnes 'ol‘*Stiindard, Texas, and Gulf may be summarized 
‘IK Pollnws^' Tho representative of Stantlard said at tho flrst. meeting that the agi eements 
‘of lO'lO si no lonTr Sisted and that they had been instructed by the parent corporation 
KLetimc fn 1942 aRTComeuts whatsoever. At the second meeting, he is 

nnW r^Dorlod IIS that the parent corporation was 

informo^l of hilt that it had “never interfered” In, local commercial agicomonts. 
ienre^ntati w of GnlC stated at the first meeting tliat his company had nover^^ nojned m 
omr nnoln nrinncromont and that the parent corporation was most anxious 
Sv^dlsh subHidiarv' not join in any aj^reements that might vloiate the American antitrust 
llws^ At the second meeting, ho insisted that he had not signed 

IK thmiffii It was subHeimcntlv proven that he had done so , that all m,i.(Aings or 

l^i on ^e’o^^unts* h^fbocn ta'forma^ kd ineoncluslye ; 

’“’Thi’renresei'tatlvcs of all companies agreed that the oil trade in Sweden had always been 
"free ” that competition had ai4aya been keen with respect , to qualities and and 

that bicli agreemeuts as had been m,ade were designed to maintain order and to prevent 

that these agreements were never observed, tltalica 

added.] 
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together with rebutting comments by the committee.^ The numerous, 
objections advanced by the companies were generally based upon a 
complaint that the committee had in one way or another exceeded its 
authority and upon the argument that the' facts adduced and docu- 
niented by the committee had been given an undue and unnatural 
interpretation. 

Statements of Standard {Neio Jersey) and Gulf. The Standard 
(New Jersey) subsidiary claimed that the committee exceeded its 
authority in that (1) the report gave “the impression of a court pro- 
ceeding” in which the committee members “ai^poar before the reader 
as both prosecutor and judge in one person.. Such a method cannot 
be in accord with the meaning of the law”; (2) it was contrary to the 
spirit of the law to make public letters, records, and other documents 
of private business, including those containing “statements of terms 
with given companies or persons;” these parts of the report could only 
cause economic harm to the companies and were not necessary in the 
execution of the committee’s task; (3) the report was “unnecessarily 
verbose” and it would be difficult for the public to understand its 
actual contents; (4) the committee “should continue itself to, what is 
necessary for accomplishing the aims of the investigation— i. e., an 
objective and factual statement — without unnecessary accounts of the 
cooperation that has actually taken place on the Swedish oil marlcet 
during a given period, omitting all irrelevant material * * 
i. e., the committee should discuss only the economic results of this 
cooperation without disclosing the form or the extent of the coopera- 
tion that had taken place. 

The position of the Swedish Gulf Oil Co. was that no “agreements 
for intimate cooperation” had been “entered into”, that no “monop- 
olistic tendencies” had been “approved,” that competition had been 
keen for a long time, and that no complaints were justified since “such 
meetings as had occurred * * * did not result in disadvantageous 
or unfair conditions for the consumers of petroleum products.” 

Gulf’s arguments may be summarized as follows: (1) Much of 
the report — i. e., that part dealing with events up to the spring of 
1937 — is of merely historical interest since it deals with the spSiial 
circumstances surrounding the participation of the Naftasyndikat 
(owned by the Russians) in the market. This period ended when the 
Gulf Oil Co. acquired Nafta’s business.^® The Nafta period was char- 
acterized by Gulf as being one of price wars and of financial losses. 
(2) Gulf denied that it had engaged in any improper activities after 
the close of the “Nafta period,” defending many specific events and 
practices ; e. g., it contended that the exchange 'of sales information 
among the oil companies had produced “helpful sales figures from a 
statistical viewpoint” but that “there has never been any question of 
the companies dividing the business between them.” (3) Gulf defended 
its conduct and that of the oil companies as customary and ethically 
justifiable. Thus, it asserted that the almost weekly, meetings of rep- 
resentatives of the oil companies during 1938-40 were neither “illegit- 


“ As an adaendiim to cli. XII of Swedish Report. 

Italics added. 

“ I. e., prices and sales conditions. See n. 2S0, footnote 15 

MOustaf Dahlborn, who had been an official of Nafta from the time it was founded by 
the Russians in 1928, continued as managing director of Swedish Gulf and held that office 
at the time of the investigation. For comments on this “Nafta period,” see above p. 282 . 
lootnot© * 
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imate” nor “harmful.” They have only been honorable, concerted, 
usually unsuccessful attempts to bring a bit of system and order in 
the petroleum market'.” (4) Finally, it contended that the report 
must not be published, not only because it would give the public a 
false impression of the oil business in Sweden— “it presents an entirely 
biased and extraordinarily misleading picture”— but also because it 
dealt with a question which should not be settled by public opinion 
nor “exploited for articles on the front pages of newspapers, (jult s 
opinion was that decisions with regard to the future of the oil business 
in Sweden should be made upon “factual conditions as they exist 
today,” and with regard only to “practical matters.” “Theoretical 
speculations and political viewpoints” should bo left aside, and de- 
cisions should not be made by “the public” or by “a so-called built-up 
opinion.” 

Gulf put its case in these words : 

Hitherto to the best of our knowledge, it has never been considered repre- 
hensible for businessmen within a particular business to meet for discussions of 
mutual interests for the purpose of bringing order in the market. Insofar as 
the oil companies have tried to realise a somewhat uniform price level, t^ 
elimination of extra rebates, a. reduction of the number of distributing- points, 

etc all this must be considered permissible and reasonable ♦ * * If in one 

point or anotlier there has been achieved a regulation, it has never been unfair 
or 1111000110111100.1 for tlio oonsumors. GofisldcT'cd oT)jcctivGly^ it cci^ nevet vo 
w^'O'yiff to mdifitdifi uyiiforwi pTiccs ofid conditions for gasoline which for the 
most part is a standard product. Had the prices been set too high, or if any 
other criticism were to bo made about the other conditions, then tbeie would 
be an excuse for fault flndlng.^o 

Statements of the other companies. The arguments advanced in the 
statements of the managing directors of the other companies included 
an attack on the. committee’s power to make its investigation and a 
blanket denial of the committee’s conclusions. 

Shell argued that the basic law under which the investigation was 
conducted authorized investigations only where “an enterprise or an 
association * * * can be assumed to bo of a monopolistic nature. 

In this view the committee was obliged to prove, first, that the oil 
companies formed an actual “association” rather than a mere group 
of companies, and, second, that such an “association” was of a monop- 
olistic nature. Shell argured that the committee had not successfully 
proven either of these two points, and hence no further investigation 

was permissible. . j. , i . 

Anglo-Iranian (BP) contended that the most important tact about 
the agreements was that they had not been observed. 

Anybody reading this selection (of documents) must primarily come to the 
conclusion that some kind 'of trust had been created, whereas the real situation 
was that, though the companies only sought through cooperation to bring some 
measure of stability to the price structure of the oil market, they nevertheless 
came to grief time after time.^^ 

The Texas Co. stated that the most important duty of the committee 


“ SM? changed the TOmmittec with'^bclfg tendontious In that It gave a different moaning 
to cooperation®ln the oil industry than it really had— those oonee™cd have tried to piove 
tlio p'-vi'stonco of agrocmentB between the compamcB, though, as a matter of fact, theie have 
been no such agreements” — and in that it reported only the matenal cal^culated to place 
the oil companies in an unfavorable light.” Shell also argued tha^ 

had taken pface was legal and no different from that occurring in most of the other branches 

®TltoUcs“adX\7] In omitting this point, BP argued, the committee’s selection ^of 
documents for quotation and its statements of findings were one-sided, 
signed to create “distrust , of business undertakings in this branch 


of 


and were de- 
commercc.” 
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was to determine whether or not a monopoly existed in Sweden “to- 
day” (1947). Since the committee had really discovered at an early 
stage in its proceedings that such was not the case, Texas said, it 
sliould have confined itself to establishing this conclusion. Thus the 
committee had exceeded its powers and issued a report that was “pure 
propaganda,” since it presented an “exaggerated” account of irrele- 
vant matters.^ Texas then asserted that 

‘‘the actual fact was that during the whole period mentioned, there has heen an 
intense and continuous competition between the companies.” 

Nynas confined its statement to an assertion that the statements 
made by its officials to the committee were “confidential” and hence 
“not suited for publication.” 

Comments oj the committee. For the most part, the committee 
denied the validity of the arguments advanced by the oil companies, 
simply stating that they were refuted hy the contents of the report. 
Among the more important points made in its comments are the 
following: (1)_ There was no justification whatever for the argument 
that the committee had exceeded its authority.^*^ (2) The selection of 
material for the report was not tendentious, as had been claimed, but 
rather reflected the fact that '■'•hoth the extent and the forms of the 
companies' cooperation have essentially differed from what the com- 
panies' representatives have stated to (3) Assertion by the 

companies that it was not proven in the report that agreements had 
ever existed, or that an “association” of the companies had even been 
established, and so on, were rejected. “It is impossible to attach any 
importance to it.” (4) The committee rejected the argument that it 
should have investigated “in each individual case to see whether the 
decisions had been put into effect.” To this the committee remarked 
that such an investigation was unnecessary since it assumed that those 
who made the decisions would not act contrary to them.^® (5) The 
committee rejected the view that the contents of the report included 
“confidential” statements or other materials, i. e., matters of private 
business, unsuited for publication, as well as Gulf’s view that “the 
public should not * =“ * be given the possibility of forming an 

opinion.” The committee’s view was that the public was entitled to 
get all the information that was available, and that the companies had 
had adequate notice that the results of the investigation would be 
published. 


JS Texas argued that ^ the committee’s intent in Investigating cooperation in the In- 
liustry during the previous 15 years had no connection with its legal duties. 1. e this 
'it^cording to Texas, did not throw light on the question of the present 
(1947) existence of monopoly In the trade, hut rather was to produce material to support 
a recoommondation of a state monopoly. ■ ' it 

“ [Italics in the original.] Cooperation in the oil ti-adc, according to Texas, was designed 
icrolv to brine about “Moiindor pnnrli+inna In tiiQ Tv»ni»irr.+ ” Hnf- — 


for example, tho initialing of the Swedish “as is’’ agreement of October 15, 1937, 'was 
intpdecl to sipify only that the representatives of the oil companies “had read the draft” 
they had reached an agreement “binding” on the parties. 

"Tiio committees powers were based on appointment by the Government pursuant to 

wf'-S a legislative committoo. The committee 
pointed out that Brian French, a representative of the London oflice of Shell, agreed that, 
was able to ascertain, it had not exceeded its powers. 

Italics added. 

Sec statements of BP and Gulf. 

28 .X • * cannot nroeoed 

in such a way that they act contrary to decisions they have themselves made. In any case 
7 anyone who is of the opinion that decisions made ought to 

he ohsejved. pat the companies’ managing directors were to hold these meetings only 
as an apparent manouyer with a view to misleading each other In respect of their real 
added is explanation that seems too tmreasonahle to be occeptaMe.” [Italics 
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Surnmary and review of the Swedish case history . — ^The Swedish 
case history has demonstrated in some detail the processes by which 
the local marketing subsidiaries of the international oil companies 
have negotiated and put into effect cartel arrangements. The major 
conclusions to bo drawn from this case history are as follows: 

(1) The oil companies participating in the cartel arrangements 
effectively dominated all petroleum product markets in Sweden from 
1933 to 1936.^® In each market, except asphalt, the cartel participants, 
including Gulf,‘* delivered in 1936 from 96 to 100 percent of the ton- 
nage sold for domestic consumption in Sweden. 

(2) The Swedish subsidiaries of Standard (New Jersey) , Shell, and 
Anglo-Iranian, the “as is” group, participated in all of the reported • 
negotiations, agreements, meetings, and cooperative efforts of the oil 
companies in Sweden during the period under review in this case 
history, 1930-47. Texas was an equal participant throughout this 
period, while Gulf was a full participant from the time it became a 
major factor in the Swedish market in 1937. Nynas, a Swedish con- 
cern, and Nafta, the Eussian-owned predecessor of Gulf, collaborated 
in the main with these firms. 

(3) The Swedish cartel arrangements were inspired and guided for 
most part by the international “as is” agreements, particularly the 
Draft Memorandum of Principles.-''^ 

(4) The cancellation of the Draft Memorandum of Principles at 
the end of 1937 was not intended to — and, in fact, did not — result in 
the termination of the local agreements, since the parent companies 
instructed Standard (New Jersey), Shell, and BP to continue the 
local agreements if possible. The five-party Swedish “as is” agree- 
ment continued until at least the end of 1938. Kepeated efforts to draw 
up a new five-party or, failing this, three-party agreement were 
interrupted, by the outbreak of World War II. The oil companies pre- 
pared a new price agreement after the war, which was intended to be 
effective on January 1, 1947. 

(5) The parent corporations supervised and directed the coopera- 
tive efforts of their subsidiaries in Sweden. While the Oil Investigat- 
ing Committee was able to investigate this matter in only one case, 
they report that “the company concerned has, with regard to coopera- 
tion with other companies, in some cases received detailed instructions 
from their principals, and has in turn rendered detailed reports to 
them and asked for their approval of what has occurred.” 


“ Whili! no trade .stiitisticB are available after 1936, the following excerpts from a review 
of the Swedish Oil Trade in 1939 is suggestive. 

“The petroleum trade in Sweden is dominated, by six large oil Iraporterd, all of which, 
except one, are BUbsldlarlea of foreign concerns. The five foreign companies operate under 
price agreements. Aktlebolaget Nynas-Pctrolcnm practices the same price policy, although 
outside the cartel. It is said that these companies have 08 percent of the trade. Two 
other companies exhst principally by utilizing the cartel’s price policy to keep somewhat 
lower prices. They seem to bo too unimportant to the other groups to . start a price 
campaign against them, as they have only local interests. 

“No division of the country Into sales districts ha.s been made ; but, according to trade 
Information, parent companies of the above- mentioned five concerns have a certain quota 
agreement.” International rctroleum Trade, Sweden : rctrolenm Survey. 1939 ; from a 
report from, Stockholm of American Vice Consul Harold Carlson, July 25, 1940. September 
30. 1940. p. 358. 

““Gulf’s collaboration with the cartel began at the latest In January 1936. (See above, 
p. 293.) 

The Oil Investigating Committee reported that It bad evidence In Its possession, 
which It did not disclose, that cooperation between subsidiaries of the “as is” companies 
of a similar nature also existed in other countries. 

““At the meeting with the Oil Investigating Committee on November 22, 1940 (see 
p. 306 above) representatives of Standard (Now .Tersey), BP, Shell, and Gulf stated that 
there was a regular exchange of Informtlon and views between the subsidiary and parent 
concerns. 


2.3541— 52 21 
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(6) The administration of the Swedish cartel arrangements was 
carried on through the medium of regular weekly meetings of the 
managing directors of the companies, at which all matters of common 
and current interest were discussed and differences of interest or 
interpretation were resolved through negotiations. The Oil Investi- 
gating Committee likened these meetings to “a permanently func- 
tioning board of cooperation with Shell as the executive organ.” At 
the meetings, the companies regularly rendered audited accounts of 
their trade. statistics; i. e., “lists of deliveries involiced” by them. 

(7) The cartel arrangements included agreements that the com- 
panies would charge identical prices and would fix uniform rebates, 
commissions, bonuses, discounts, and other selling terms. It was 
agreed that customers would be classified and that rebates, and the 
like, would be eliminated for some classes of special customers and 
made uniform for others. It was agreed that the companies would 
consult in advance before any firm made tendere to State institutions 
and other largo customers. It was also agreed that the companies 
would “respect” each other’s customers. 

(8) The distinctive “as is” arrangements applied at first only to the 
“as is”' group, but in 1937 were extended to include Texas and Gulf. 
Nynas did not adhere to these arrangements but cooperated in other 
respects. The adherents to the “as is” arrangements were assigned 
distribution quotas in each product market. A system of adjustment 
and compensation for over- and under-trading was instituted. The 
principal method of adjustment agreed upon was the transfer of major 
customers, particularly State institutions and the like. 

(9) The Oil Investigating Committee found that the arrangements 
set forth in paragraphs (7) and (8), above, were generally adhered 
to by the oil companies. Price changes in the market were the result 
of decisions of the companies. Uniformity of prices, rebates, and sales 
conditions was largely achieved. Special customers were classified 
and their terms of sale fixed as a result of negotiations among the oil 
companies. Markets were divided and customers steered to the desig- 
nated suppliers by a number of devices, including that of tendei's at 
fictitious prices. Adjustments of over- and under-trading were made, 
often by the device of transferring customers.^=‘ While the companies 
contended that the agreements were, in effect, mere paper promises, 
the committee was satisfied that they had been substantially put into 
effect. 

(10) Outside marketers, such as the consumer cooperatives and the 
small impo-rters, were generally whipped into line in order to protect 
the interests of the oil companies, including the cartel arrangements, 
and the interests of the affiliated outlets. The committee rej^orts that 
“decided pressure” was exerted on these outsiders to adhere to the 
prices and other matters in the agreements. The companies refused 
to do business with the cooperatives, except the IC, or proposed terms 
which were onerous, or required the cooperatives to limit their activ- 
ities. Special efforts were made to bring the IC into cooperative agree- 
ment with the oil companies. In nearly all cases control over supplies 
was the chief weapon used. 

33 The committee reports that these adiiistmeiitn often were submitted to tlio parent 
companies for approval. In some cases adjustments were made by special transactions 
directly by the home offices of the parent corporations. 
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(11) Since the Oil Investigating Committee was unable to obtain 
essential data relating to costs, it was unable to state whether prices 
had been unreasonable or the oil enterprises unduljr profitable. Ac- 
cording to a statement by one of the companies, benzine prices in 193& 
were unduly high, but no reduction in price was made. State and 
municipal institutions were especially vulnerable to the cartel opera- 
tions, but the effects on consumers in general could not be determined. 

The above summary recapitulates conclusions unanimously arrived 
at by the Oil Investigating Committee of The Swedish oil 

market was not a free market but one regulated and controlled by 
private arrangements. The primary task of the committee was to sur- 
vey the oil trade and to submit proposals with regard to the future of 
that business. Among the alternatives considered was that of a state 
monopoly of the trade. These facts were among the important con- 
siderations that led the majority of the committee to recommend the 
establishment of a state monopoly 

Tlie United Kingdom, of Great Britain and Northern Ireland 

Standard (New Jersey), Shell, and Anglo-Iranian, through their 
marketing subsidiaries and affiliates, have been the predominant 
factors in the petroleum markets of the United Kingdom since before 
the First World War. These markets are of the greatest importance 
to the international oil companies, since they are the largest world 
markets outside of the United States.'*” The “as is” powers have 
successfully cooperated among themselves in the control of this highly 
concentrated market, and have been the principal means through 
which the oil trade has been organized in all its aspects. 

Three companies, Anglo-American Oil Co., Ltd.,”'' and marketing 
subsidiaries of Shell and Anglo-Iranian (at that time Anglo-Persian), 
emerged from World War I as dominant marketers in the United 
Kingdom. An expert on the British oil trade described conditions 
at that time as follows : ”” 

Immediately afttir the war there was little competition from the small outside 
companies known in the trade as “pirates,” which had scarcely had time to 
reestablish themselves, and the prewar companies, having become accustomed to 
a certain amount of cooperation with each other during- the war, continued to 
act together in such matters as wholesale and retail selling prices, the general 
conditions of the trade, and its relations with dealers and the public. 


” Botii the majority and minority of the committee agreed, for the most part, on the 
conclusions and facts recited in this ease study. See the special statement of the minority, 
pp. 5-6, for their views. The minority felt that the important matter was not whether 
there had been cooperation among the oil companies, though they deplorod the facts that 
had been developed and the attempts of the companies to mislead the committee, but 
whether or not the companies had misused or abused their power. The minority felt that 
the companies had been reasonable in their activities and had never “literally” applied the 
quotas or the “official prices.” 

The opinion of the. minority was that no economic benefits to the public would result 
from the proposed monopoly and that the remedy for the situation lay In increased com- 
petition by domestic concerns and the consumers’ cooperatives. 

In the prewar period, about .30 percent or more of European oil consumption (exclud- 
ing the S. S. R. ), and about 15 percent of foreign consumption (1. e., world consumption 
excludinsr the United States and the U. S. S. II.) was concentrated in the relatively small 
geographical area of the British Isles (The Petroleum Tinres, March 5, 1038, p, 306, and 
February 25, 1939. p. 250). Consumption In fiscal 1949 was ai)out 70 percent greater than 
in tlie prewar (ECA European Recovery I’rogram : Petroleum; and Petroleum Equipment, 
March 1049. n. 32). Although the U. S. S. R. was a greater consumer of petroleum than 
the United Kingdom, It is not a “market” In the ordinary sense of the word. 

Prom 1911 to 1930, Anglo-American was a legally separate corporation, but was 
regarded as the “representative” in Great Britain of “Standard Oil Group” interests; 
C. T. Brunner, The Problem of Oil, 1930, i)p. 30-32. For the relations of Standard 
‘{New .Torsoy) with Anglo-American, see above, p. 219. 

¥ Brunner, op. clt. p. 22. 
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The major companies fortified themselves, during this pei'iod 
through the acquisition of some of the established firms in the British 
markets® The major companies were commonly referred to as the 
“combine” because of their close cooperation."® Because of their wide 
market coverage, they were also frequently called “national” compa- 
nies in contradistinction to other marketers who operated on a local 
or a limited scale. 

During these years several other firms, which were subsequently to 
become of national iipportance, entered the oil trade. The first of 
these was the National Benzole Co., Ltd., incorporated in 1919. Na- 
tional Benzole produced benzole (a motor alcohol) and marketed a 
blend of this product and benzine. Since it purchased its supply 
of benzine from Anglo-Persian, it was regarded as an associate of that 
company National Benzole was not a disturbing factor, and co- 
operated with the major companies in their control of the market. 

Two other firms which were formed in the 1920’s soon expanded 
their operation throughout Great Britain and became major disturb- 
ing factors in the market. The lesser of these firms was the Power 
Petroleum Co., which marketed motor spirit manufactured by crack- 
ing kerosene purchased from the Eussian Export Trust."‘^ The more 
important was Eussian Oil Products, Ltd., popularly known as KOP, 
established in 1925 as a marketiim subsidiary in the United Kingdom 
by the Eussia Export Trust. EOP soon became the leading outsider 
in the British market. While EOP and Power Petroleum were both 
price cutters, their operations until the late 1920’.s were on too small a 
scale to cause any serious disturbance to the market."*® 

The other companies in the oil trade, known collectively as the 
“pirates,” limited their operations to specialized or local markets. 
None of these companies held more than a very small portion of the 
total trade. Some were small but well-established British concerns 
and others were marketing subsidiaries of such American concerns as 
Cities Service Oil Co. and the Texas Co. The term “pirate” was 
attached particularly to a number of British firms which operated on 
the fringes of the industry in the large municipal markets. These 
marginal firms were brought into the market through three factors, 
the profitability of the business, the richness of the concentrated 
municipal marfcts, and the availability of supplies of gasoline, par- 


50 Shell acquired a controlling interest in 1919 in the Mexican Kagle Oil Co., Ltd. 
In 1920 the British marketing subsidiaries of Shell and Mexican Eagle were merged on a 
60-i50 basis into Shell-Mex, Ltd. 

Anglo-American in 1025 acquired control of the marketing facilities of the British 
Mexican Petroleum Co., T^td., another established outsider in the British market. British 
Mexican, which owned, in addition to its own business, the entire capital stock of the 
Rodline Motor Spirit Co., another long established marketer, had been an affiliate of 
the Pan American Petroleum & Transport Co., a subsidiary at that time of Standard 
Oil Co. (Indiana). During the 1920’s, Anglo-American also purchased Gllco Petroleum 
Co., Ltd., which had been in the oil business since 1888, and the Agwi Petroleunu Co., 
Ltd., a refinery company in Great Britain. In 1932 Standard (New Jersey), which 
had acquired control of Anglo-American in 1930, purchased the remaining British market- 
ing interests of Standard (Indiana) together with other holdings of Pan American. 
These interests included the Petroleum Storage & Finance Co., Ltd., and its marketing 
subsidiaries, Cleveland Petroleum Products Co., National Filling Stations, Ltd., and 
British Oil Storage, Ltd. 

Anglo-Persian in 1933 purchased Continental Oil Co.’s 90 percent interest in the 
Sealand Products Co., Inc. 

^ Brunner, op cit,, p. 39. 

Ibid., p. 31. Benzole mixtures in the British Isles at the end of the 1930’s generally 
-were about 1 part benzole and 3 parts gasoline. Ibid., p. 104. 

The parent company of Power Petroleum, which was established in 1923, was the 
Medway Oil & Storage Co., which imported Russian kerosene for manufacture into benzene 
.at its cracking plant. 

i^lbid., p. 24. 
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ticularly at the public wharves near these markets. The “pirates” 
purchased their supplies from private brokers who had picked up spot 
cargoes of American, Rumanian, Mexican, or Russian oil at bargain 
prices, and resold them at cut prices to those dealers willing to retail 
unbranded products.^* The basis for this type of marginal operation, 
therefore, was the availability of cheap surplus supplies in producing 
areas and the low prices of those supplies which made the business 
profitable despite the irregidarity of shipments, the lack of established 
trade names, and the uncertainty of quality. 

Cartel arrangements in the United Kingdom.— 1929, the three 
major companies reached a series of agreements with most of the out- 
side firms designed to eliminate price cutting and other harassing 
tactics.^ In the first of these agreements,'*^ concluded on January 1, 
1929, the independents, i. e., most of the substantial and established 
outside companies except ROP agreed to adopt the price schedules 
and, marketing practices of the combine. The independents agreed 
to sell only to “legitimate” retailers “approved” by the Motor Agents’ 
Association,"*® and to recognized “commercial customers.” They 
agreed to adhere to the wholesale prices and to the schedules of prices 
to commercial customers'*® fixed by the national companies, i. e., the 
combine, and to observe the geographic zoning scheme they had de- 
termined. They agreed to require their retail customers to maintain 
prices at the levels fixed by the national companies; the provision 
actually was that the independents would cause their retail outlets to 
maintain the same rate of profit as that allowed by the national com- 
panies. Since wholesale prices were to be uniform, this would make 
retail prices also uniform.®® They agreed to cause their retail outlets, 
to gradually eliminate all unbranded pumps and the like, so that all 
pumps would be marked clearly with the brand name and grade of 
the product dispensed therefrom. With the brand and grade posted 
on the pump, it was easier to identify price cutters and those selling 
the odd lots and off-brand gasolines distributed by the “pirates.” 
The national companies, on their part, agreed, insofar as the parties 
to the agi-eement were concerned, to stop their policy of discriminat- 


» Brunner attributes the availability of tills cheap oil to overproduction by many small 
producers in the United States and Rumania and (-lie high rate of bankruptcy among these 
concerns ; ibid., p. 3f). For further discussion of overproduction in the lato 1920’s see 
chapter VIII* 

These agreements were precipitated by the Imposition of additional petrol taxes In 
April 1928. which made the public price conscious. As a result the sales of the pricc- 
ciuters ROP Power Petroleum, and the “pirates" boomed, and British prices failed to rise 
ill 1928 along with world prices. Prior to this time the combine had limited its attacks 
on outsiders to a “fierce" newspaper campaign in 1927 on “Russian” oil, L e., ROP and 
Power Petroleum. This tactic was unsuccessful. Brunner, op. cit., p. 24. 

■^7 Information about this agreement and the related agreement between Power Petroleum 
Co nnd the combine is taken from Brunner, op. cit., pp. 39-41. In the late 1930 s Brunner, 
an’ Englishman wrote two books about various economic aspects of motor transportation, 
and also the book cited here on the. oil trade in the United Kingdom. This book was 
intended to explain the economics and history of the oil trade and was^ written from the 
industry or trade association point' of view. He approved of cooperation among the oil 
companies, and saw the activities of the “combine" as “the only safeguard of the retailer 
against unorganized cut-throat competition." Ibid., p. 39. It is not known, however, 
what Ronrees of information wore available to him and hence his account may not be com- 
plete or accurate in all details, and the Federal Trade' Commission does not vouch for such 

Motor Agents’ Association “approved" only of garages and filling stations as 
retailers. It was formed by distributors to protect the retail trade in new and used cars, 
garage supplies and services, and the like, In all its interests except prices. 

Including special rebates to large customers. « 

50 It is not clear what sanctions the independents were to apply to enforce this uniformity 
nmong their retail customers. The national companies had an agreement with the Motor 
Trade Association — a similar organization to the Motor Agents’ Association but solely 
concerned with retail price maintenance — to cooperate in their activities by cutting off 
supplies to retailers whom the MTA identified as price cutters,. 
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ing against retailers who sold independent brands. In the United 
Kingdom it was customary for retailers to sell the brands of all lead- 
ing companies. It had been the practice of the national companies 
to pay loyalty rebates to retailers who sold only national brands, a 
kind of exclusive dealing arrangement. These discriminatory pay- 
ments were now extended in favor of those independents who entered 
into the agreement. 

The Power Petroleum Co. not only was a party to the above agree- 
ment but also made a separate agreement with the combine on the 
same day. Power Petroleum, which drew its entire supply from the 
Eussians, agreed to set aside 5 percpt of the f. o. b. prices paid to the 
Eussians, to be paid as compensation to the owners of expropriated 
Eussian oil interests.**^ 

In March 1929, the combine, acting through Anglo-American, con- 
cluded a related agreement with E. O. P., the most important outsider 
in the British market. E. 0. P. agreed to sell to the three major oil 
companies— Anglo-American, Shell, and Anglo-Persian— an undis- 
closed volume of refined products annually,®^ the prices to be charged 
for these products to be fixed at 5 percent below current market 
prices.®® Other provisions of the agreement are unknown but were 
reported to be restrictions on Eussian trade in the British market.®^ 

It seems evident that the purpose jof this agreement was to adjust 
E. O. P.’s participation in the British market.®® The London Econ- 
omist described the principal purpose of the agreement as one “fixing 
its [the Eussian] proportion of the British trade.” “ Sir Henri De- 
terding, of the Eoyal Dutch-Shell group, issued the following state- 
ment at the time the agreement was concluded : 


The new agreement put an end to the dumping policy of Russia, and the acknowl- 
edgment of the compensation principle has created a base for new relations." 


One immediate result was a rise in the prices of petroleum products.'^ 

With the conclusion of these agreements in 1929, the national com- 
panies had completed a structure that formed the basis for the control 
of the English oil trade until the outbreak of World War II. The 
only firms outside this structure of control were the remaining 
“pirates” who were dependent on spot cargoes for their supplies, were 
discriminated against by the “loyalty” rebates and other control de- 
vices, and, in any event, were too small to disturb the market seriously. 

In 1929, the national companies also broadened the scope of their 
long-established close cooperation in the English market by negotiat- 
ing an agre ement which applied the “as is” principles that their parent 


fllhh self-evident that the Russians must have consented to this agreement 

sales agreement, or successors to It, apparently continued in force at least until 
the beginning of World War II ; Moody’s Industries, 1040. Jersey Standard acquired 
this contract in its purchase of x\nglo-Amerlean in 1930. ^ 

M This was in lieu of the payment of 5 percent of the value of the f. o. b. purchases of 
toe major companies to exprojirlatod owners of Russian oil properties. A report in the 
Petroleum Ulmes, April 27, 1929, p. 744, to the effect that no provisions in the aerreement 
provided such compensation therefore, does not exactly state the case. 

Brunner, op. cit., p. 41, These restrictions may well have been similar to those set 
forth In the agreement made 2 months before, according to Brunner, with most of the 
independents. According to the Oil and Gas Journal, June 2, 1932, p. 20, R. O P agreed 
to a price-maintenance scheme and was allowed a fixed gallonage in the United Kingdom 
marKet. 

M However, Russian exports to the British market continued to, expand until 1931, there- 
after falling to a fixed proportion of British imports. This, however reflects R O P ’s 
position as a supplier rather than as a distributor in the British market • see below 
p. 310. footnote 74. ’ 

“Hecember 31. 1920, p, 1190. 

' " The Petroleum TimeSj March 16, 1929, p. 468. 

's Ibid., p. 473. 
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concerns had negotiated in 1928. While the details of this British 
agreement are not known, it was reported that its provisions included 
agreements on prices and on the limitation ot pump installations i 
the United Kingdom.^'* It may be supposed that this agreement 
generally followed the provisions of the international agreements with 

regard to distribution quotas and the like.®" _ . 

i.lthough the structure of control put together in 1929 was subject 
to severe “stresses during the early 1930’s, it ^.^^/trengthened con- 
siderably beginning in 1936. In that year, the independent distribu- 
tors foimalTzed their relations by' organizing the Independent 
Petroleum Federation. Its membership rapidly increiised from ^ 
to comprising almost all' of the independent distributors. T e 
principal purpose of the Federation was to enforce uniform market- 
ing arrangements” for gasoline and kerosene i. e., to ^ 

the most part, the 1929 agreement with the national companies. The 
■ provisions of the agreement included stipulations with legard t 
Srm prices, uniform commercial rebates, zoning *^rrangementB, 
and the like, the purpose of which was to ensure that the price^fluctua- 
tions of the national companies would be followed exactly. 

It was, of course, difficult to deal with price-cuttiiig and other com- 
petitive practices on the retail level.®^ Ihe desirability of a stron,„ 
program^of retail price maintenance as a support to the whole struc- 
ture of prices in the petroleum industry was regarded as evident, ihe 
nationa? companies were strong enough to protect retail prices of thenr 
products by their own efforts ; upon a complaint of price cutting they 
Fmmediately cut off the supplies of the offending retailer. 
of price cutting were reported to the national companies by the Motor 
Trade Association — an association of interested parties in the various 
branches of the retail motor trade whose function was to “administer 
the price protection arrangements made between the various branches 

^^After lengthy negotiations, the national companies in 1936 became 
members of the Motor Trade Association; it was aped that the 
association would maintain a “segregated stop list of all pi ice-cutters, 
and that the distributor members of the association would not supp y 
any firm on this list. It was anticipated that the association would 
be able to induce the independent distributors, many of whom wp 
members of the association, to support the stop list also, thus, 

Agreement, which was In force 

lmpSr“te™“of produrts^^Tho Matter flrmsrn'ganmd^^^ U^wn as tlm^Anthor^ 

Ized artl'^oriv“'to®mo,mlmra o" So Independent Petroleum Association while 

provisions for their termination when a distrllnitor loft the Mora^tion. 1027 n 81 

Thf (oZwlng dlscnsslnn is based upon the PeUmleim Times J.ily 17 m p. 81, 

July 9, 1938, p. 41, July 16, 1938, p. 73, February 18, 19'39, p. 206, and Marcn xi, iJoa, 

et file national companies, represented by the Petroleum distribution Committee at 

l^tlfnd^^l rxlf «yL alid^ Power 

Petroleum Co. 
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the price-maintenance program of the national companies was to be 
extended to the independents. The association, on its part, readily 
undertook to maintain the “stop list,” and announced, early in 1937, 
that it would “conduct an intensive campaign to trace and put a stop 
to the cutting of petrol prices.” In this campaign the association was 
by a decision of the highest court in the United Kingdom, 
which affirmed the powm‘ of tlie association to discipline its members.** 
It was expected, therefore, that the association would be able to fine 
or suspend distributor members who failed to observe the “stop list ” 
This campaign failed despite the fact that “hundreds” of cases of 
price cutting were dealt with. The national companies charged that, 
while they had loyally supported the “stop list” and had lost con- 
siderable business and incurred public disfavor as a result, the as- 
socuition had been unwilling or unable to penalize those independents 
which had not done so. Phe national companies therefore withdrew 
from tliG association in 1938, affirming their loyalty to the ^^principles 
of price maintenance,” Thereafter, the national companies continued 
to protect the retail prices of their brands on their own account and 
invited the cooperation of others. While negotiations to heal this 
bleach between the association and the national companies continued 
tor inore than a year, nothing apparently came of them.** 

Ihe system of control over the British petroleum trade, therefore, 
w-as nearly complete on tlie eve of World War II. At the center of 
this system were the national companies— particularly Standard (New 
Jersey) , Shell, and Anglo-Iraniaii^ — which together were the predomi- 
nant element in the industry. These companies had cooperated closely 
pnce Uie Fir^ World War and, in fact, were described as a “joint ven- 
ture by one Standard (New Jersey) official. Among themselves they 
determined a common price and industry policy and applied the “as is” 
principles set forth in the international agreements. 

1^6 structure of 1929, as broadened and strengthened in the 
late 1930 s, was built by the national companies on the solid base they 
provided. The independent distributors were drawn to conform to 
the pricing and trade policies of the national companies. While com- 
plete control over prices and trade conditions in the retail trade was 
not attained, the partial success in this direction was due almost 
wholly to the power of the national companies. Such was the history 
of cooperation and control in the English petroleum trade immediatelv 
prior to World War II.“ 


P'he Motor Trade Association laid the basis of its control by successful nrlcp-mflinto 
otlier branches of the motor trade, 

of new and used cars. In the well-known case, Thorne v. Motor Trade Association thp 
SuVr the powd of the assocLatlon W enfo/ce 

these lulos forbade jmy member of the association to supuly, either direotlv 
^ hrm, on the stop list except under preexlstinc- contract-^ 
price protection committee could put a member violating 
the stop list, in effect barring the member from the trade or reoiiirp flip 
member to pay a fine in lion of this penalty. Thorne, after beSg warimd contiWd^ t^ 
supply a retail eustomiu’ who had been a price cutter and whose name was on the ston list 
a Vc ordered Itmrne to pay a fine on penalty of being put on the stop list him 

Ifhn was not stated, bat in previous cas/s fines Imd bAen as hlTh 

as £o,000.) The law lords upheld the association in this action declarinir It to he 

suppo'h 5 Its pilco mliafonnAce pro|ram""“’" association eflsictlve sanctions in 

“The members of tlie Independent Petroleum Federation asrood unanlmonslv in IQUO 

Juir 29 ,"r 03 n,‘’ril 5 ).""‘“''^™ ^ “l' ^-^tair price “enlJ?ce "lbll! 

. “ For a discussion of wartime controls see pp. 200-208. 
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Table 17. — DiatriVution quotas in the United Kingdom,'^ as determined in the 
base year, 1928, and as revised, effeetme Jan. 1, 19SG 


[In percentages] 


Product market 

Standard 
Oil Co. 
(Now • 
Jersey)® 

Shell BP 5 

Tottvl “as 
Is” group 

Others 

Base year (1928) distribution quotas: 

28. G7 

.57. 75 

1 86. 42 

13. 58 


43. 43 

42.37 

1 85. 80 

14. 20 


44. 19 

51. 28 

1 95. 47 

4. 53 


68. 47 

27. 29 

i 85. 76 

14. 24 


15. 65 

79. 60 

95. 25 

4. 75 


7. 25 

85. 94 

93. 19 

G. 81 

Distribution quotas effective Jan. 1 , 1936; 

28. 78 

52. 32 

81.10 

18. 90 


40.75 

40. 75 

81.50 

18. 50 


37. 42 

42. 58 

80.00 

20. 00 


32.64 

59.36 

02.00 

8. 00 


54.05 

26. 15 

79. 8f) 

20.20 


15. 43 

78. 47 

93.90 

6. 10 


13.30 

68. 70 

82. 00 

18. 00 






' Including Irish Free State. 

2 Anglo- A.mcrlcan Oil Co., Ltd., and Its subsidiaries and afTiliates. 

3 Royal Dutch-Shell and Anglo-Iniiilan Oil Co., I/td., hold combined quotas for all their marketing sub- 
sidiaries and aililiatcs. 

Operations under ‘^as is'’’ and, other cartel arrangements?’' The base 
year, 1928, was described by an English oil trade expert “ as one of 
acute competition in the industry, during which such price cutters as 
R. O. P. and the “pirates” made “considerable headway.” Neverthe- 
less, despite these losses, the national companies had an excellent per- 
formance in the market, accounting for 8,5-95 percent of the sales of 
each of the main classes of petroleum products. This accomplishment 
was reflected in the distribution quotas that wore fixed for each of the 
product markets upon the percentage shares of the companies during 
this “qualifying” peiiod as shown in table 17. Those base year quotas 
remained in effect thereafter with few' changes.'^” The quotas were 
subjected to a general revision,^" cftcctivo January 1, 1936, bringing 
them into a closer relation to the companies’ actual performance in 
the market. The revised quotas, shown in table 17, reflect the relative 
stability of the share of the national companies in the British market, 
since they were fixed at levels that w'cre only moderately lower than 
the “base year” quotas. 

Except wliove otherwise spoclflod, tho data in this section and in tables IT, 18, and 19 
are taken from Standard Oil Cfo. (New Jersey) documents, “Deliveries Into Consumption — 
Europe.” 

Brunner, op. cit., p. 24. 

The quotas wore changed, efPectivo January 1, 1932, when Standard (Now Jersey) qc- 
iUflPed the British marketing subsidiaries of Standard (Indiana), and effective January 1, 
1933, when Anglo-Iranian bought the Biitish marketing interests of the Continental Oil 
Co. ; SCO fibovc, p. 312, footnote 39. In each case the distribution quotas of tho parties wore 
increased by a few percentage points. The only other change in the quotas occurred when 
Texas entered into “as is” arrangements in the asiilialt market, being given a quota of 
3.20 percent, effective August 1, 1932. Texas withdrew from this arrangement on Decem- 
ber 3;l, 1933. 

7'^Tbo distribution (piotas for benzono wore subject to the national companies’ nercontage 
agreement up to December 31, 1934. This agreement Is probably that concluded by tho 
companies in 1929 and provided the local British arrangements under the “as is” prin- 
ciples. The ba^o-yoar quotas, modified as described in the preceding footnote, were reaf- 
firmed, effective January 1, 1035. It may bo surmised that this technical abrogation and 
reinstatement of the quotas reflected the conclusion of a new British agreement under the 
Draft Memorandum of Principles. 
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Table 18. — Deliveries into consumption of ''controlled'^ products in the United 

Kinffdom, 1928 and 19S5 ^ 


[In metric tons] 


Marketing subsidiaries oi— 

1928 

1935 

Tons 

Percent 

Tons 

Percent 

Standard Oil Co. (New Jersey) 

Shell/BP 2 

1, 489, 994 

2, 981, 594 

29.30 

68.80 

2, 104, 831 

4, 064, 529 

28.23 

64.38 


4,471,688 
229,528 
36, 366 
39, 538 
38, 378 

88.19 

4.53 

.70 

.78 

.76 

6, 159,360 
216, 885 
144, 446 
39, 384 
110, 613 
260, 787 
624, 063 

82. 61 
2. 91 
1.94 
.53 
1.48 
3.50 
7.03 

Russian Oil Products, Ltd 



National Benzole Co., Ltd 

Trinidad Leaseholds, Ltd 


266, 163 

6.04 

Total market 

5, 070, 551 

100. 00 

7, 456, 428 

100. 00 



1 Includes Irish Free State. “Controlled’’ products include all petroleum products sold for domestic con- 
sumption except lubricating oils and specialty products. “Own use” of the companies is included except 
that consumed at refineries. 

2 Combined sales of all marketing subsidiaries and affiliates of the Royal Dutch-Shell group and Anglo- 
Iranian Oil Co., Ltd. 


A summary statement of the position of the principal marketers of 
the United Kingdom in 1928 is shown in table 18. In that year, the 
national companies held 88.19 percent of the total domestic petroleum 
market, while the only outsider of consequence was Russian Oil Prod- 
ucts, Ltd., which held 4.53 percent.^^ In the years following 1928, 
the national companies wore successful in maintaining their positions 
in rnost British petroleum markets.''^ The position of the principal 
British companies in 1935 is also shown in table 18, indicating that 
the national companies had slight decreases in their percentage share 
in the market, but with the increase in petroleum consumption, also 
showed substantial increases in their volume of trade. Moreoever, no 


Included in “all others” for 1928 in table 18 are the two firms purchased in 1932 and 
1933 by Standard (New Jersey) and Anglo-Iranian. These two firms together accounted 
for 1.40 percent of the total market in 1028 and had nearly tripled their combined positions 
by 1031. 

” In 1929, the national companies held 85.66 percent of the total petroleum trade, in 
1931, 80.88 percent, the lowest position of the major companies, in 1934, 82.18 percent, 
and in 1930; 81.65 percent. 

™ 1935. was taken in preference to 1936 in table 18 because the data for the independent 
companies were not broken down in the latter year. 
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independent company held more than a very small fraction of the 
traded* 


Table 19. — Changes in toholesale prices for motor gasoline in the United 

Kingdom, 1930-1030 

[Net prlco per Imperial gallon] 


Date 

Wholesale 

price 

Time 

interval 

Date 

Wholesale 

price 

Time 

interval 



d. 

Movihs 


s. 

rf. 

Months 


1 

3 


Mar. 22, 1934 

1 

4 

5 


\ 



May 1, 1936 

1 

5 

1 


1 


2 

Jan. 14, 1937 - 

1 

6!,t 

mi 


1 


1 

Feb. 12, 1937 

1 

6 

1 


1 


2 

Apr. 27, 1937 

1 


2i,i 


1 


2 

July 29, 1937.... 

1 

6 

3 


1 

6 it 

12 

Feb. 18, 1938 

1 

Btt 

614 


1 

4' 

8 

Mar. 4, 1938 

1 

6 


Mnv 3 1033 

1 

5 


Nov. 1, 1939 

1 

6 

20 









Source: The Petroleum Times, Oct. 2, 1937, p. 432, and subsequent issues to November 1939. 


One more important fact about the British market in these years 
remains to be noted — the remarkable stability of prices during the 
decade of the 1930’s. As will be noted in table 19, which shows all 


™ It was stated by Mr. Orville Harden of the Standard Oil Co. (New Jersey) that there 
had been two successful Invasions of the British markets whore outsiders had taken “a sub- 
stantial portion of the market." The first of the Invaders was the Russians, In 1927 and 
after, and the second was Trinidad Ijeaseholds, Ltd., In ‘‘approxlrantely’’ 1936. Joint 
hearinKS on the Foreign Contracts Act, op. clt., p. 140. As is shown In table 18, the Rus- 
sians had gained a position of only 4.63 percent of the total market in 1828. They reached 
a peak marketing position in 1031 of 6.25 percent, and thereafter their share of the market 
declined. Mr. Harden may have had in mind, however, the position of the Russians as 
suppliers rather than as distributors in the British market, for they supplied not only their 
marketing subsidiary, R. O. P., but also other British distributors, and also sold products 
to the national companies under the agreement of March 1929. The Russians also sup- 
plied such commercial customers as municipal gas works and the like. „ , 

The table attached to this footnote shows Russian Imports into the United Kingdom, 
1929-39. Imports in 1929 were ^ald to be greatly Increased over those of earlier years. 
It mav bo observed that, lieginnlng in 1933, these imports were fixed in a low and fairly 
constant proportion to tot.al British imports; these Imports probably reflect fairly well 
the Russian marketing position after 1933 as well. ' ^ j j t 

As to Trinidad Leaseholds, the following facts are known; (1) TLL (Trinidad Lease- 
holds, Ltd.) participated in the years prior to 1936 in "as is” and “pool” cartel arrange- 
ments in the Caribbean area; ace pp. 340 341 ; (2) TLL drew a substantial portion of its 
supply from 16 percent royalties paid to it by Standard Oil (New Jersey), which managed 
the North Venezuelan Oil Co., Ltd., properties owned by TLL : (3) in 1936 TLL and Shell, 
later ioinod by Anglo-Iranian, formed a joint exploration and exploitation company, 
Trinidad Northern Areas, Ltd. In view of these close tics with tlie major international 
oil companii's, it seems unlikely that TLI. would pursue a vigorous program of price cut- 
ting in the United Kingdom, a principal market of the major companies. 

Imports of petroleum proclucts into the United Kingdomfiom Russia, 1BW-S9 
Iln thousands of Imperial gallons! 


Year 

Volume of Imports 

Percent of total im- 
ports of crude oil and. 
refined products into 
the United Kingdom 


200, 000 

9.2 


264, 431 

11.0 


270, 929 

12.3 


167,715 

7.0 


74, 249 

3.0 


05, 743 

2.4 


79, 642 

2.8 


80, 717 

2.8 

1037 

85, 097 

2.8 


79. 982 

2.5 


32, 696 

1.9 




Source; The Petroleum Time.s, Feh. 27, 1937, p. 278, Jan. 29, 1938, p. 134, Jan. 28, 1939, p. 126, July 
22, 1939, p. 11,3. 
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changes in the wholesale price of motor gasoline, during this period/® 
wholesale prices in the United Kingdom changed only 17 times dur- 
ing the period of just over 9 years. Five of these changes occurred in 
1931, probably reflecting competitive disturbances in the market. The 
six changes in 1937-38 reflect substantial increases in the United States 
Gulf export price of gasoline and in tanker rates from the Gulf to the 
United Kingdom-— the two principal components in the cost of British 
gasoline — and their subsequent substantial decline.''® Other than this 
price changes occurred about once a year, while there were two periods 
of 20 months with no price changes. 

^ Summary . — The stability of gasoline prices in the United Kingdom 

reflects the solidity of the structure of control that had been erected 
there between 1928 and 1939. The long-term cooperation of the 
national companies — Standard (New Jersey), Shell, and Anglo- 
Iranian — and their predominance in the market provided the core of 
this control. Built around this core, and supported by it was a scheme 
of control that may be likened to private licensing of distributors and 
retailers, although the scheme was less successful in the control of 
retail trade. The national companies applied the “as is” principles 
among themselves, and these principles were, in effect, transmittec^ 
to the independent distributors through modified cartel-like arrange- 
ments. Except for sporadic rivalry among retailers, resulting largely 
from the activity of the “pirates,” price competition had been almost 
completely eliminated from the petroleum industry by the latter 
thirties. 

France 

The French marketing subsidiaries of the international oil com- 
panies encountered unique problems in the application of “as is” 
principles. These problems arose out of the interplay of French po- 
litico-military, currency, and foreign-trade policies.” The effect of 
these policies, together with the growth of an indigenous cartel system, 
provided a substantial control over the oil trade, although from the 
point of view of the major companies, there were serious leakages in 
the system. 

Although France consumed only 55 to 60 percent as much petroleum 
products as the United Kingdom, it stood next to that country as a 
major oil market. A substantial interest in the French market was 

™ ROP shaded these and retail prices as a matter of policy hut had only a small portion . 
of the market. Trinidad Leaseholds, Ltd., shaded the wholesale iiriccs, but controlled 
retail prices for its products at the levels fixed by the national companies. See weekly 
section on prices In the Petroleum Times, 1936-39. 

™ While British price, s are said to be based on these components of co,st, actually their 
reaction to fluctuations in them arc slow and of much smaller amplitude. In the 4 'k -year 
period, 19.35-.Iuly 1939. for example, British net retail gasoline prices, i. e., wholesale 
prices as given in table 19, plus 1 penny and les.s taxes, changed seven times. The ratio of 
the lowest price in this period to the highest was 1 : 1.28. The United .States Gulf export 
price in this period changed 51 tiines and the ratio of tlio lowest to the highest price was 
1 : 1.53. The average monthly United States Gulf-United Kingdom clean tanker rates 
changed each month but three during the 414 years, and the ratio of the lowest to the 
highest 'price was 1 ; 3.18. Computed from data In the Pettroleurn Times, July 15, 1939, 
p. 69. 

" French petroleum policies during the Interwar period were determined by the follow- 
ing considerations: (1) The fact that Prance was almost wholly dependent on foreign 
sources for Its supplies of crude oil and refined products Various politico-cconomlc-mlll- 
tary problems were Involved here, including (a) fear of blockade during wartime, (6) fear 
of being pinched In times of world shortages, and (c) fear of being subject to the control 
of petroleum monopolies or of foreign governments. (2) The f,iict that foreign currencies 
w'cre required to purchase the needed supplies. Involved here were Ifreneh monetary 
problems of the interwar period, and the problems of the determination of prices and of 
rates of exchange. See “French Petroleum Policy of 1937,’’ bv R. Ramadier, The Petro- 
leum Thnes, June 12. 1037, pp. 766-767. A further consideration, related to the above, 
was probably the desire to protect and expand domestic industry and trade. 
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held by four international oil companies — Standard (New Jersey), 
Royal Dutch-Shell, Angio-Iranian, and Socony- Vacuum Oil Vo., 
Inc. — which, as in other countries, cooperated in the application o± 
“as is” principles. 

F Tench petToZcum, policies .™ — French petroleum policies during the 
interwar period were based on two laws of March 1928. One of these 
laws provided that only licensed firms would bo permitted to import 
petroleum products.®" Small importers, i. e., those iinporting less than 
300 metric tons per year, were required to obtain licenses, but were 
exempted from most other provisions of the law. Large firms, i. e., 
those importing, 300 metric tons per month or more, were subject to 
quota restrictions ; they received 3-year renewable licenses pCTmitting 
each to import only specified ratios of the total import trade in certain 
products.®^ These quotas were determined by the Government on the 
basis of the actual performance of the licensee in the market, and were 
reviewed at 6-montli intervals so as to keep the companies “in balance, 
i. e., so as to preserve the relative positions of the companies in the irn- 
port market. Import licenses were granted to 46 distributors in 
March 1929. The purpose of the law was said to be to achieve the twin 
goals of protecting established interests in the trade and of protecting 
the public against the development of excessive controls by foreign 
“combines.” 

The second of these laws provided for stiff increases in import 
duties on refined products, its purpose being to “revive” and develop 
the French refining industry.®® Further measures to support this 
policy were taken in 1931, when it was provided that import authori- 
zations, good for 20 years, would be issued to those concerns agreeing 
to erect refineries in France.®* It was anticipated that these refineries 
would handle, as it became available, allotted quantities of the crude 
oil obtained under the French interests in Iraq.®® In all, 10 such 


’®Tho principal French Interests of Staudarcl (New Jersey) are In the United Petroleum 
Securities Co., which is owned by Standard (07.5 percent), Gulf Reflnins: Corp. (1!2.6 per- 
cent) and Atlantic Keflnlng Co. (10 percent). United holds an 81.54 percent Interest in 
Standard Francalsc dca Petroles, a marltotlng company. American Arms In the French 
market, other than those previously mentioned, Included the Texas Co. and Sinclair 

*^*™*mf& section is taken mainly from the following sources : The Petroloum Times, April 
10, 1837, p, 48.3, and Juno 12, 19.37, pp. 716-717 ; report of the Oil Investigating Com- 
mittee of 1945 (Sweden), ch. IV ; and joint hearings on the Foreign Contracts Act, op. clt., 
pp 142-144. 

™ An earlier law of 1925 reiuiirod licensees to malntalfl reserves equal to ,3 months’ 
supply and to publicly post their prices ns n condition for obtaining the licenses. (The 
la*ter provision was intended as a protection to the public, but It may also bo a useful 
device for enforcement by a cartel of price uniformity.) In the law of March 1928 the 
reserve requirement was Increased to 4 months’ supply. 

“Those Import restrictions applied only to the trade in benzene, kerosene, gas oil, and 
lubricating oils. These were the most Important petroleum products in terms of volume 
of business and of value. All petroleum products other than those mentioned were free 
of quota I'estrlctions. . 

® 'Pile rapporteur of the bill stated in the Chamber of Deputies that among the pur- 
poses of the bill were “to keep the balance equal between all ; to flx each one’s share In 
our supplies ; to insure later on the placing on tlic French market both of our share in 
Mesopotamian oil ’“ * * and of the synthetic petrol, which wc may tomorrow extract 

from our coal and lignite.” lie later stated that tile purposes of the bill were to prevent 
the further development of the hold of the “combines” on the French market, and yet to 
protect the “vested interests” of the combines, and to establish diverslfled sources of oil 
by issuing Import licenses to companies of all nations. 

These import duties wore again substantially Inereasod on November 12, 1938. 

“ The licensees were also required to promise to work jointly with tlie state In the 
promotion of policies deelnrod to bo In tlic public interest. 

“In 1936 and 19.37. 62.0 percent of crude oil Imports into France were from Iraq, One 
of the licensees was the Compagnle Francal-s des Petroles (CFP), which not only held tlie 
French interests In Iraq but also was granted the privilege of refining about 25 percent 
of total French marketing requirements, all French distributors being required to offtake 
from CFP up to 25 percent of their tot.il combined requirements. CFP was owned by the 
French Government, the International oil companies, and otliers, and was founded In 1931 ; 
see p. 54. 
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special licenses wore issued to companies and to groups of companies. 
These special licenses established refining quotas which were subject 
to revision every 6 months. It seems probable that the refining 
quotas corresponded fairly well to the import quotas, not only because 
both were held by substantially the same groups of companies, but 
also because the iinpoit quotas tended to state the quantities of the 
permitted imports which were, in fact, to be refined domestically from 
imported crude. This French policy substantially fulfilled its pur- 
pose. While in 1929 only 5.8 percent of the total imports of petroleum 
consisted of crude oils, the proportion had risen to 83.7 percent by 
W3_6. These figures reflect the rapid growth of domestic refining 
facilities and of their output of refined products. 

C artel operations in France . — The French petroleum policies fur- 
thered the growth of associations which tended to bring the more 
important oil companies into intimate cooperation. Nearly all of the 
French distributing companies of any size were joined together in the 
Board of Liquid Fuel Distributors.®" This has been described as a 
voluntary ” group set up under auspices of the Government. Every 
company doing business in France in 1928 and subject to the quota 
system was invited to join this “syndicate,” and thereafter member- 
ship was closed by a French law.®’ The function of the syndicate was 
to represent these companies before the appropriate agencies of Gov- 
ernment from time to time as current problems arose. Frequently 
these problems had to do with prices.®® The procedure in the syndi- 
cate was as follows: The representatives of the companies met to- 
gether. 

They talked over their problems. That was the , method of contacting the Gov- 
ernment. They chose from the syndicate a president, or a small group, to confer 
with the Government on tiielr pi’oblems.*" 

This intimate cooperation of the principal oil companies in France 
e.xtended to the formation of cartels governing the distribution of 
petroleum products. Four distributors, representing about 51 percent 
of the trade in 1936, were bound together in the application of the 
as is” principles.®'' Three of these companies (Standard (New Jer- 
®6y)) Boyal Dutch-Shell, and Anglo-Iranian) based their quotas, as 
the Achnacarry agreement provided, on their market performance 
during 1928. Socony-Yacuum, which adhered in France to the “as is” 
principles, effective January 1„ 1935, was allowed to take 1931 as its 
“qualifying period.” There were no substantial changes in the- base 


S" Chambre Syndicalc de la Distribution des Carburanta et dos Combustibles Linuides. 
This syndicate and seven others representing the interests of the larger companlea in other 
branches of the French oil Industry were joined together in the Union of French Oil 
eoards, a rantral organ The smaller companies were similarly organized under a central 
organ, the French Fuel Federation. In addition there were five other such central organi- 
zations, representing m^ber associations of retailers and specialized divisions of the 
industry : the Petroleum Eeglster, 1050. 

Act, op. clt., p. 144. While not explicitly stated, this would imply 
that no quotas would bo granted to new companies large enough to qualify under the 
quota systeyi. Whlle^ the size of the quotas that were granted were determ'ined by the 
J*"® function of the syndicate was to negotiate with the Government on beha’f 
° petroleum Industry on quota and other matters concerning the Industry. 

as The French Government did not tlx petroleum prices, but under the laws of 1028 It 
controlled the prices by a review of price changes. It could order the revision of any 
prices It found ‘'unreasonable.” icvisiui, ui any 

Ibid., p. 144. 

“Standard Oil Co. (New Jersey) documents: Deliveries Into Consumption Europe. 
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year quotas durin" the period ending in 1936.®'^ The distribution 

quotas for benzine and kerosene are shown in table 20. 


Table 20 . — Distribution and tniport ([uotas in France /or henzene and kerosene 


[Expressed in percentages] 



Base year 
“as is’' 
quotas; ^ 
Tradlnp re- 
sults, 1928 

Trading 

results, 

1936 

Annual im- 
port quotas: 2 

3 years 
beginning 
Apr. 1, 1933 

Bon/lne: 

22.18 

16.04 

21.94 


17.23 

12. 65 

16. 34 


10. 84 

7,26 ! 

10. 07 
7.92 


1 8.23 

6. 54 


68.48 

42. 39 

55. 27 
25.85 





41.62 

57.61 

18. 88 


100.00 

100. 00 

100. 00 

Kerosene: 

21. 60 

16. 77 

19,84 
24. 79 
12. 62 


20. 87 

23. 02 


8.39 

7.95 


> 8. 10 

7. 34 



68. 80 

65.08 

65.13 

29.93 





41.14 

^4.Q2 

4. 94 


100.00 

100. 00 

1 100.00 


. Socany- Vacuum quotas wore based on 1931 

2 Computod from table in International Petroleum Tmdc, Mai . 28, 1938, p. /t>. 


In 1932, it is reported,'’^ a cartel was formed by all of the major 
French companies. The members agreed upon a division of distri- 
bution facilities and upon distribution quotas.^ It is not known 
whetlier the “as is” quotas were supplanted by the cartel agreement 
or included in it. This cartel broke down by 1935, owing in part 
to the loophole in the basic petroleum laws exempting from quota 
restrictions all “small” importers whose imports avera,ged less than 
300 metric tons per month. These small importers had increased 
greatly in numbers, and the volume of their imports had increased 
sufficiently to undermine the cartel.®^ Negotiations for a reconstruc- 
tion of the cartel were going on in late 1936, according to a memoran- 
dum written by an official of Standard (New Jersey).®* 1 j. iU 

The erosion of cartel control of the market was due not only to the 
exemption of small firms from quota restrictions but also to an official 
policy encouraging the growth of such small local firms in order to 


MThf. niirohnsp of small outsiders slightly increased Shell’s asphalt quota In 1930 and 
Standard's asplialt quota In 1932. Further changes occurred when the combined 
oils” quotas w'Jire broken down In 1934 and 1935. In 1934 separate quotas 
■for benxine were established for automotive black oil and it was 

be no tonnage nd.1nRtmcnts, flues, penalties, etc., on this product. In hlj 

black oils” quota was .separated Into two elements (fuel oil and gas oil) quotas for a h 
being awarded on the ba'^ds of the “qualifying period” performances In the market with 

ndlustmenta for the separate treatment of aiitomotlyo gas oil. ,, ttt „ lo 

® Renort of the Oil Investigating Committee of 1045 (Sweden), ch. TV, p. 13. 

Keen price competition Is reported to have followed the dissolving of the ®hrt(l I 
the Paris and other municipal markets (ibid.l. Under the international agreements the 
“as Is” parties were free to follow Independent price policies In cases wlieie losses In 
innrkot uosition such ns those in France were being sulrerca. .11 

" Dated October 1, 1936, and initialed “.T. H. R.," the 

nnotns for 1986 these diffiu’od onlv slightly from those for the base jeni 

to bo applied by the four companies, ponding the determination of new cartel quotas. 
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“diversify” tlie sources of petroleum products.”*^ The entry into the 
mark^ not only of these numerous small firms but also of the market- 
ing subsidiaries of the Compagnie Frangais des Petroles (CFP) which 
occupied a favored position in France, considerably reduced the per- 
centage positions of the “as is” companies in French markets from 
Hiose attained in 1928, as is shown in the second column of table 20 
Ihe as IS companies, for example, held 58.48 percent of the benzine 
market in 1928 as compared with 42.39 percent in 1936, although in 
the much smaller kerosene market their percentage position durimr 
these years decreased only from 58.86 percent to 55.08.““ ^ 

Table 21.~r)clivcrics into consumption of “controllod” producAs'' in France 

].928, 1931, 19S/f, and 1936 

[In metric tons] 


Dolivorios by the “as is” 


Total doliv- 

group ! 


Quantity 

Percent 

2, 054, 108 

1, 292, 881 

62. 94 

3, 226, 037 

1,811,991 

56. 17 

3,951,556 

2,104, 216 

63. 25 

4, 699, 692 

2, 392, 128 

50. 90 


petroleum products sold for domestic consumption except lubricating oils and specialty 
IrLWc^oTL^?^ Dutch-Shell, Standard Oil Co. (Now lor.,ey). Anglo- 

? despite the policies favoring the small French firms 
and the Ph P, the international oil companies managed to hold a major 
proportion of the total French market. As shown in table 21, the 
tour companies in 1928 accounted for nearly 63 percent of the total 
volume of ail of the products covered by the international marketiim 
agreements which were sold for domestic consumption in France. Al- 
though in the following 8 years these proportions declined substan- 
tially, the four companies still held about 51 percent in 1936. In 
terms of actual volume the “as is” companies increased their deliveries 
m France by 85 percent from 1928 to 1936, chiefly in gas and fuel oils. 
1 lie percentage losses of the major companies were due chiefly to their 
failure to capture a representative share of the great increase in sales 
in the benzene market, which was particularly susceptible to invasion 
by the small concerns. 

time, however, French petroleum policies operated to 
piotect the interests of the major oil companies through the import 
quota system. Pi the third column of table 20 the annual import 
quotas for the 3 years heginnmg April 1, 1938, are shown. Tliese 
quotas apparently represent the shares of total petroleum supply 
allotted to the companies by the Government, including both the quL- 

the refining licenses and the quantities^to be 
imported u nder the import licenses. While these (potas do not repre- 

t/ ““ distributors, while 120 Ure Independonj flrml® distribution, the syndl- 
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sent exactly the same thing as the “as is” distribution quotas — they rep- 
resent “supply” rather than distribution positions — ^tho close corre- 
spondence of the 1938 import quotas to the base-year market positions 
is striking. This close relationship illustrates the Government’s de- 
clared intention to preserve but not to extend the basic positions of the 
companies. Wliile the strong positions of the international oil com- 
panies in the market had been eaten away to a degree, paiticularly in 
the benzene market, they received the support of the Government in 
preserving their historic supply positions. Thus, although there had 
been considerable cliangos in the actual market situation, the import 
quotas do not reflect these changes, but allot to the companies the his- 
toric positions to which, in “as is” terminology, they are entitled. To 
this extent, therefore, the “as is” principles and French petroleum 
policies had similar purpose. 

Germany . — It is interesting to note that in Germany, the country 
where the cartel principle was brought into its earliest full develop- 
ment, there were no national petroleum cartels prior to the introduc- 
tion of the “as is” arrangements by the international oil companies." 
In 1928, the three major international oil companies — Standard (New 
Jersey), Shell, and Anglo-Iranian — which had captured control of 
more than 60 percent of the domestic market,"® came to an agreement 
which apparently provided for the application of the “as is” prin- 
ciples, as will be suggested by the following paragraphs. In addi- 
tion, it was reported that some important German firms cooperated 
with the three major companies in this 1928 agreement, including the 
Benzoleverband, an association of distributors, and the marketing 
subsidiaries of Leuna and I. G. Farbon,"" which produced motor alco- 
hol and gasoline blends. 

The 1928 agreement was defended in a public statement’ issued 
on behalf of the major oil companies by “Olex” Deuteche B. P., a sub- 
sidiary of Anglo-Iranian, in response to public and oil trade criticism. 
“Olex^’ denied that the German consumer was being exploited by a 
“close combine” of the major oil companies through inordinately 
high prices and onerous trade terms. It stated that, while there had 
been no understandings whatever among the companies prior to 
1928, they had entered upon “limited arrangements”^ in that year in 
order to “safeguard” the interests of those in the oil trade and “to 
counteraet the senseless competition” then prevalent. These ar- 
rangements, which were still in force in 1930, it said, were not a price- 
fixing scheme, since the parties were all free to fix their owui prices. 
Each party was obliged, however, to give notice to the other parties 
to the agreement 24 hours prior to any contemplated price changes. 
The parties also had agreed upon a graduated system of rebates de- 


Accordiiii^ {o a special report in tho Petrolonm Times, March 15, 1930, this was the 
result of an agreement reached betwoori tho G<‘rm,an Government and Ilorr von Riodemann, 
an agent of Standard (New Jersey), following World War I. It was said tliat Riedomann 
obtained an “assurance” from the GoA^c.rnihent that no “monopoly” would bo formed in 
that country for a 10-yoav period. In return, ho procured Bupplies of petroleum for 
Germany at* a time when supplies were short and Germany was reduced to entertaining 
proposals from the Rumaiilnns that a monopoly Ikj granted to them. 

08 It was said that, In 1933, the throe international oil compft.nioB owned 50,000 of the 
55,000 filling stations in Germany. This was stated in an article appearing in the Ger- 
man oil trach' journal Erdol und Tcer, and translated in the Petrolcnm Times, December 
9, 1933, p. 710. . , 

The important German distributor, Deuschc Gasolin A. G., was at that time owned 
50 percent by Standard (Now Jersey), and 50 percent by I. G. Farbenindustrie. 

^ Translated in the Petroleum Times, September 13, 1^30, pp. 429-430. 


23541—52 22 
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signed to “insure appropriate margins to the various classes of mer- 
chants.” “Olex” stated that the big companies had “consistently” 
opposed any increases in these rebates. 

By 1930-31, however, this 1928 agreement had been dissolved, ac- 
cording to Erdol nnd Teer,^ owing to the development of new and 
disturbing problems in the German market. Among these problems 
were {a) increases in German production of crude oil,^ {h) increases 
in the share of the market taken by the Russians, (c) decreases in 
consumption of petroleum in Germany, [d) the growth of “outsiders,” 
especially in distribution, and (e) the consequent breakdown of whole- 
sale prices. Thus it became necessary for the major companies to 
determine new quotas, more applicable to the changed situation, and 
to bring more of the outsiders into the cartel. Accordingly new 
cartels were formed for benzene and gas oil in 1932 and for kerosene 
in 1936.“ 

The German cartel for benzene and white spirit went into effect on 
September 1, 1932.“ The quotas that were adopted were relative dis- 
tribution quotas; that is, their purpose was to preserve the relative 
position of the members to each other rather than the relative position 
to the total market. Thus, the quotas fixed a ratio to which each mem- 
ber was “entitled” out of the combined sales of the cartel members, 
unlike the distribution quotas under which the cartel members were 
each entitled to a fixed ratio of the total market. Under the relative 
quotas, the amount of business to which a member was “entitled,” 
therefore, Avas determined not by the size of the market, but rather 
by the amount of business done by the cartel as a whole.” Thus each 
member was tied to his fellows, and all were to rise or fall together. 


Tarle 22 . — Relative clistriUution quotas for benzene and lohite spirit in Germany 

[Expressed in percentages] 



Efleetivc— 

Sept. 1, 1932 

Jan.. 1, 1937 

Standard (New •Torsov') . . 

21.48 

21.48 
10. 68 
46.36 

21. 61 
21.61 
10. 74 
46. 03 

Royal 17)’ tch-Sheil 

Anelo-Iranjan 

Other cartel members. . 

1 


The relative quotas that were adopted at the beginning of the cartel 
are shown in table 22. The quotas allotted to the “as is” companies 
totaled 53.04 percent, while the quotas of the 18 other members totaled 
46.36 percent, including a quota of approximately 16 percent held by 
the Benzoelverband, then by far the most important outsider in Ger- 
many. These quotas were adjusted slightly from Avhat they would 
have been in the base year, 1928. During the first full year of opera- 

‘ SC!o footnote 08, p. 326. 

* This problem wns set Oed by an agreement of the ma.1or conipanle.s to “absorb” all 
additional German production before selling imported products, see p. 251. 

* No cartel was formed for the asi)halt market, so the “ns is” cartel arrangements pre- 
vailed for the International oil companies. The “as Is” group held 62.88 percent of this 
market in 1028. and 78.76 percent In 1036. Standard Oil Co. (New Jersey), documents. 
Deliveries Into Consumption — Europe. 

' Except where otherwise specified all Information and the data for table 22 In this 
section on Germany Is taken fx'om Deliveries Into Consumption — Europe. 

" Memorandum Initialed J. H. E. and dated October 1, 1938. 
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tion, the cartel accounted for 8G.85 percent of the total benzene trade 
hi Germany, and this business was distributed among the cartel mem- 
bers in accordance with their relative quotas. Qf those outside the 
cartel, Derop (the Eussian marketing organization in Germany) ac- 
counted for 7.1() percent of tlie total trade in 1933, a second outsider, 
Postgesehaft, for 2.25 percent, and various others for 3.74 percent. _ 

The outlinos of the cartel changed little until the end of 1936, despite 
complaints that the quotas, being based on 1928, were unrealistic under 
current conditions.' Although the quotas were adjusted nine times in 
4 years, the changes wore minor in character. The quotas effective on 
January 1, 1937, after the ninth change, arc shown in table 22. The 
more important chang^es occurred as a result of shifts in membership, 
the Kussians entering the cartel in 1935, while nine cartel members had 
dropped out by tlie end of 1936. These changes did not greatly affect 
the propoi'tion of the total benzene trade done by the cartel, which 
was approximately 84 to 85 percent during 1934-36. It appears, there- 
fo,re, that the cartel had succeeded in stabilizing the proportion of the 
business to be done by it, and that this business was distributed among 
the members in accordance with relative quotas based on 1928 which 
remained fairly constant throughout. These results thoroughly 
accorded with the “as is” principle and must have been highly satis- 
factory to the international oil companies. 

•One month after the benzene cartel began its operations a gas oil 
cartel was formed, which apparently covered the markets for all “black 
oils”— gas oil, fuel oil, and automotive gas oil. TTnder tins cartel, 
relative quotas similar to those awarded under the benzene cartel were 
determined, the three international oil companies being entitled to 
93.57 percent of the total business of the cartel and the other members 
to 6.43 percent. Apparently these quotas were unrealistic, and the car- 
tel was reconstituted, effective Jcaniiary 1, 1935, with distribution 
quotas based on the total market rather than relative quotas. These 
quotas, which were effective as of January 1, 1935, appear to be base 
year (1928) quotas adjusted to accord with current market' conditions. 
These quotas were readjusted from time to time; and, effective on 
J anuary 1, 1937, they were as follows : 

Percent 


standard (New .Jersey) 

Shell--, 

Anglo-Iranlan 

Other members ’ 

Nbriniembers— — — 


40. 22 
21. 97 
10. 72 
20. 13 
0. 90 


^ There were two “other momberti.*’ Derop (the Russians) with a quota 
of 18'.02 i)ercent, and a Ann called “Olhag,” with a quota of 2.11 percent. 


Although understating somewhat the actual position in the market 
held by the nonmembors in 1935-36, these quotas reflected fairly closely 
the actual division of the market. . 

In the kerosene market, two international oil companies, Standard 
(New Jersey) and Anglo-Iranian, held about 95 percent of the market 
in 1928 and more than 85 percent thereafter. _ These two firms operated 
under “as is” arrangements, dividing their joint business in the ratio 


I It was complained In 19.13 that the “frenzied efforts” to enforce the quotas led to 
market disturbances, since the principle of the quotas was tliat the laggaid shall he 
given a helping hand either hv diverting business to him or by granting hmi ppcnniary 
compensation.” Article In Erdol nnd Tcer, op. clt. 
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existing between them in 1928, namely, Standard, 73 percent, and 
Anglo-Iranian, 27 percent. A cartel was formed in this market, with 
quotas made effective January 1, 1935. The two international oil 
companies received a joint quota of 86.44 percent, to be divided between 
them on a 73-27 basis; other members received total quotas of 5.48 
percent ; and nonmembers were regarded as entitled to 8.08 percent of 
the total market. These quotas actually fell somewhat short of the 
actual performance of the two international oil companies, which held 
nearly the same share of the total market in 1935-36 as in 1928. 

Thus the international oil companies achieved a fair degree of suc- 
cess in maintaining their proportion of the various petroleum markets 
in Germapy, as determined by the base year, 1928. In other words, the 
cartel arrangements in this respect were in full accord with the “as’is” 
principles. These quotas, based on 1928 and adjusted to meet current 
conditions in Germany, remained in effect at least until 1937. While 
the German Government came to play an increasing role in petroleum 
industry affairs, as it did in other industries, this fact should not be 
permitted to obscure the origin of the German petroleum cartel system 
in the “as is” principles sponsored by the international oil companies. 
That the German cartels were a substantial success from the point of 
view of the international oil companies is shown by the statistics of 
distribution. The “as is” group accounted in 1928 for 61.50 percent 
of the total trade in the products covered by the various “as is” and 
other cartel arrangements. In 1936 not only did they account for 60.14 
percent of the total delivery into domestic markets, but other cartel 
members closely allied with them accounted for a further 24.50 percent. 
Belgium, amd the Netherlands 

In Belgium, as in other European countries, the three international 
oil companies— Standard (New Jersey), Shell, and Anglo-Iranian— 
not only applied the “as is” principles but also drew their most im- 
portant competitors into cartel arrangements embodying these princi- 
ples. However, the cartels that were formed, especially in the benzene 
market, ran into difficulties because of the fact that Belgium was a 
t rans-shipping point for western Germany and other countries. Thus, 
there was always present in transit a substantial volume of petroleum 
products ® and, while only a small part of this supply found its way 
into domestic consumption, it was sufficient to cause “disturbances” in 
the market. 

A benzene cartel was formed in Belgium, with quotas effective 
August 1, 1930.® Members of the cartel included the marketing sub- 
sidiaries not only of the three international oil companies, but also of 
Texas Co., Sinclair Oil Corp.,’“ Atlantic Refining Co., and two other 
firms known as Deco, a British concern,'^ and Purfina, a domestic 
company. The quotas, which were fixed on a slightly different base 


* In 1937 about 4.4 million barrels of reflned products were reported in transit In Beldum 
73 percent of this being bensieiie. These supplies were of “varied ownership,” In 1037 
Belgium’s total oon^Biimptlon was about 0.7 million barrels. International Petroleum 
Trade, May ,U, 1040. p, 198; The Petroleum Times, .Tanuary 1,'j, 1938, p 88 

the data for the tables 23 and' 24 In this section on Belgiiiiii 
taken from the Deliveries Into Consumption — Europe, unless other- 

Consolidated Oil Corp.— sold Its Belgian and Germari subsidiaries In 
19.37. according to its annual report for; that year. 

“ Deco wa.s the Belgian subsidiary of Phoenix Oil Products, Ltd. 
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ueriod than the usual one of the calendar year, 1928,“ allotted 66 97 
percent of the trade to the “as is” group, and 31.48 
6 participants. In 1931, the first full year of 

the “as is” companies actually accounted for 64.37 percent o± tne 

trade and the 6 others for 31.28 percent. -f wpt-p 

The cartel soon ran into difficulties, however, most of 
probably traceable to the entry of small amounts 
benzene into the market. As in the case of the “pirates in the United 
Kingdom and the “small importers” in I ranee, the total share of tte 
market held by the small “outsiders” in Belgium was small, amount- 
ing to 6.16 percent in 1933, and from 4.5 to 5 percent m other years. 
Nevertlieless Deco withdrew from the 1930 cartel m 1933 and binclaii 
and Texas in 1934. Negotiations immediately began lor a new caitei, 
the chief points of discussion being restrictions on the domestic re- 
fining industry and on prices, which, it was said, had not been eco- 
nomic.” “ These negotiations culminated in a new cartel agreement 
which substantially restored the 1931 quotas, effective July U 
In 1936, however, only the “as is” group and lurfina adhered to the 
cartel arrangements, while Texas, Atlantic, and Sinclair, although 

nominally cartel members, did not.“ 

Cartels in the other product markets wore more stable, lirms 
representing 100 percent of the trade in kerosene, for example, entered 
into a cartel with the familiar 1928 base period. The as is group 
members held combined quotas of 78.59 percent, while lexas, 1 urhna, 
Sinclair, and Deco held quotas totaling 21.41 percent. Among other 
adiustmonts in the quotas, there was one for over- and undei -trading, 
effective January 1, 1933, which resulted in minor changes in the 
quotas of most of the cartel participants.^ During 1933, liowever, 
outsiders acquired nearly 3 percent of the market, and by May 1934, 
both Deco and Sinclair withdrew from the cartel._ Nevertheless, the 
cartel continued to operate, with its members retaining control of 93 

to 95 percent of the market. , ^ mi 

A similar cartel was formed in the black oils niarkct. ihe mem- 
bers, representing 98.27 percent of the trade during the ymr, 
1928,“ included the “as is” group, Purfina, Sinclair, and the (jult Ui 
Corp. During the years that followed, however, a number of small 
domestic firms entered the trade and Sinclair withdrew froni the 
cartel. In 1936 these outsiders accounted for 23.34 percent of the 

black oils business. „ , , t \ i 

Two intei'national oil companies — Standard (New Jersey) ana 

“The 6-montli pci'lcd, Aiisuat 1, 1027, to .liinimi-y 31, 1028, 0® 

ib” narties howdVf^r, adjusted tlic (luotas awarclod to tlu.in ho IJjAt tlie e- ai.l 
relationships Uiat luid prevailed amonp; them «Uendar year 

served. These adjustments, which wore minute In size, dgam illustr.ite the raeaciuons 
care with which the quota relationships were maintained. In 19.33 the quotas ot Atlantic 
and Purflna were Increased slightly to record gains tiiey had made against outsideis in 

was proposed tliat Imports he restricted only W exlstmg reflnerlea and (lint the 
erection of new teflnerlbB he prohibited ; the Petroleum Times, Seutoinhcr 8, , 

M The “aa Is” group’s share In the market was Cj).46 percent, a figure 
from those of 1&8 and 1031. Purflna, which adhered to the cartel, held 8.49 peicent or 
the trade in 1030, while the outsiders, including Texas, Sinclair, and Atlantic, held ..O.Oo 

percent of the^J:nuio^^ again that such changes in the quotas are prescribed In the interna- 
tional agreements aa a separate action, to follow after the normal and regular adiustmonts 
of over- and under-trading hv compensatory sales and the exchange of customois. 

“The sole outsider at the time the cartel was formed was 'I’exas.- The base year quotas 
assigned to the ‘‘as is” group totaled 00.93 percent, and those for the other three partlcu 
pants, 37.34 percent. These quotas were not changed by Sinclair s withdrawal In 19o4 
except for the striking out of its quota. 
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Shell— applied the “as is” principles in the asphalt and white spirit 
markets as well. The two companies predominated in both markets 
nolding about 88 percent of the asphalt market in the base year, 1928 
and about 80 percent of the white spirit market in 1930, when a cartel 
was lormed. The other participant in the white spirit cartel was 
Veco, which held the remaining 20 percent of the trade. In 1932 
however, some outside competition developed and Deco withdrew from’ 
the cartel a year later.^® In 1936, the two “as is” companies held about 
the same proportions of the trade in each product as in the earlier 
years. 

In Belgium, therefore, cartel arrangements conforming for the most 
pait to quotas based on the “qualifying period” of the international 
agreeinents were established in all important domestic product mar- 
Imts. In 1931, a year when all the cartels were in full operation, the 
as IS group accounted for 65.71 percent of the trade in all petroleum 
products covered by these cartels and by the international agree- 
ments, while other cartel adherents held 29.65 percent of the trade 
on percent. In 1936, the “as is” group accounted 

for 62.86 percent of the total domestic Belgian trade in these prod- 
ucts, a decline of 3 percentage points. The share of the other cartel 
adherents, however, had dropped to 13.03 percent, mainly due to 
defections from the benzene cartel. 

The re^rd of cartel arrangements in the Netherlands is so similar to 
that in Belgium as to require little additional comment. Cartels 

benzene and kerosene markets, the members 
of both carte s being the three members of the “as is” group, and Texas, 
Sinclair, and Purfina. In 1931 the cartels as a whole controlled 88 
percent of the trade in benzene and 95 percent in kerosene. This 
^rong control persisted until Texas left both cartels on July 1, 1936. 
Cartels were also formed in the black oils and white-spirit markets,^^^ 
at about the same times and with about the same membership as in 
Belpum. Standard (New Jersey) and Shell also cooperated in the 
asphalt market, of which they controlled 84-89 percent. The basis 
of the quotas in all these cartels was the “qualifying period” of 1928 
prescribed m the international agreements, and all subsequent adiust- 
ments in the quotas altered the basic relationships only slightly. The 
as IS companies, which had controlled nearly 75 percent of the 
Dutch petroleuin trade in 1931, the first year of full cartel operations 
in all divisions of the trade, still controlled 71.65 percent in 1936. The 
share of the market held by other cartel members fell from 17 19 ner- 
cent m 1931 to 11.49 nercent in 1936, mainly due to the withdrawal of 
lexas from the cartels. 

QUOtas Were: Standard (New Jersey), 2C>.H2 percent* Shell 
20 percent. These quotas remninea in iffect throuXut cxeeut 
® as an outsider’s quota after 1833. rnrougnout, except 

2n Rfi lor the blnck-oil.s cartel members were: .Stnndara (New' Jersev) 

^0.86, Shell, (12,66; Anclo-Iranian. 8.68; other members (Oiilf nlifl Pnrflrin 1 1 1 oi' 

for''GulTg”blneflr!n*‘l932”Bna%^^^^ Jrnae. These quotiis were adjusted,' ewifly 

a^?Sde'?s%'XtqSiy"]lSlredTfp^?e"o?fof^^^^ 100 percent, .however,' althougS 
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Other case stvdies _ n -i v 

The preceding case studies have illustrated in some detail the appli- 
cation of the international marketing agreements in local markets and 
the resultant development of local cartels. In thm section less detai ed 
studies are presented of other local cartels The “fo^^^ion on which 
these are based is taken for the most part from the Standard Uil O . 

(New Jersey) documents, Deliveries into Consumption Durope and . 
Deliveries into Consumption — Latin America. Supplementary in- 
formation has been given when available.^ 


Table 2 S-Domories into emsumption of “controlled.” products^ in Belgium, 

19S1 and 1936 

[In metric tons] 


Company 

1931 

1936 

Tons 

Percent 

Tons 

Percent 


120, 071 
127, 265 
63, 132 

27. 03 
27.29 
11.39 

140, 527 
176, 860 
65, 359 

23.08 
29. 05 
10. 73 




306, 468 
138, 273 

66. 71 
29. 65 

382, 746 
79, 366 

62.86 

1 13. 03 



444, 731 
21, 016 

95. 30 
4. 64 

462, 112 
146, 782 

75. 89 
24. 11 



466, 347 

100.00 

608, 894 

100. 00 



1 Includes all petroleum products sold for domestic consumption except lubricating oils and specialty 


products. 


Table 24 — Deliveries int ooonsumption of “controlled” products^ in the Nether- 
lands, 19S1 and 1936^ 


[In metric tons] 


Company 

1931 

1936 

Tons 

Percent 

Tons 

Percent 


242, 057 
272, 848 
14, 039 

34. 27 
38. 62 
1.99 

282, 223 
385, 702 
18, 154 

29. 47 
40. 28 
1. 90 




528, 944 
121, 451 

74.88 
17. 19 

686, 080 
110, 061 

71.65 

11.49 



650, 396 
66, 028 

92.07 
7. 93 

796, 140 
161, 457 

83. 14 
16. 86 



706, 423 

100.00 

957, 597 

100.00 



1 Includes all petroleum products sold for domestic consumption cxcopt lubricating oils and specialty 


products. 


The Scandinavian countries . — For the most part, t^ available in- 
formation concerning petroleum cartel activities in DeniMrk, Nor- 
way, and Finland is limited to reports on “as is group affairs dur- 

— ma ^ oiS« 40 In the Case studios of Lntin-American countries, summary 

lfan1a??oncrTNow"jcrTyTdocuSs‘D" 

products. 
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“ j 1928-36, i. e., reports on the distribution quotas fixed 

and the trading results achieved by Standard (New Jersey), Shell 
and Anglo-Iranian. This study, therefore, will present little more 
than a summary of this market information since nothing is known 
about the local arrangements that may have been arrived at among the 
as IS ' members or with their competitors in pursuance of the inter- 
national agreements. To round out the picture for the Scandinavian 
countries as a whole, certain of the data presented in the Swedish 
■case history are repeated here. 

• trading results achieved by the “as is” companies 

in the Scandinavian countries _ are shown in table 25, which lumps 
together the trading results achieved in each domestic product market 
■except for lubricating oils and specialty products. It will he seen 
mat the as is group together held tlie following percentage positions • 
Denmark, 91.6 percent; Finland, 96.1 percent; Norway, 97.8 percent; 
and Sweden, 81.9 percent. While the distribution quotas were fixed 
separately in each product market, the “as is” companies practically 
pieempted the entire market during this “qualifying period” — a posi- 
tion which was to be reflected in the distribution quotas. 

Taum 25.~I)eUverws into oongumpUon of controlled products in the Scandi- 
navian countries in the base year, W28 


[Li metric tons] 


Company 

Denmark 

Finland 

Norway 2 

Sweden 

Standard Oil Co. (Now JereRvI 

Hoyal Dutoh-Shell eroiin 

Anglo-Iranian Oil Co 

199, 467 
69, 306 
66, 000 

53, 789 
49,175 

77, 899 
47, 966 
37, 003 

145, 546 
150,399 
4, 539 

Total “as is” group 

All others 


324, 773 
30, 592 

101, 964 
4,113 

162, 868 

3, 646 

. 300,483 
51,084 

Total market 

366, 366 

106, 077 

160, 613 

351. 667 



products!^'’® products sold lor domestic consumption except lubricating oils and specialty 

» Companies' own use excluded, except lor “black oils.” Large contracts lor “black oil” also excluded. 


that were fixed from time to time in the 
Kicandinavian benzine markets are reproduced in table 26.^^ These 
are reiiresentatiye of the quotas fixed in the other product markets. 

1 lie 1928 basic quotas reflect the relative positions of the “as is’* 
companies during tlie “qualifying period.” The metieulous care with 
which the rights of the parties were safeguarded is shown in the re- 
visions ot the base year data for Norway, each revision adiusting the 
'/y few hundredths of a percentage point.^^ Similarly 

the benzine quotas foi' Denmark were revised by a few hundredths of a 
percentage point, effective January 1, 1931, to reflect adjustments in 
the quotas due to “over- and under-trading.” This kind of quota 
revision wa s prescribed in the Memorandum for European Markets 


quoted cffec^'ive'^Ocdib^To '’’'‘=‘'1’* Swedish 

Sn^Suoo of 1045 : sP^p^SOO ’ «« Investigating 

January ^1932!’^*°'^ quotas for kerosene in Denmark were similarly revised, effective 
“ Similar provisions were included in the Draft Memorandum of Principles. 
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which was then in effect, as a sequel to the regular market adjustments 
of over- and under-trading through the transfer of customers or the 
making of compensatory sales. 


Table 26. — Benzene quotas in Denmark, Finland, and 'Norway, 1928-36 



Standard 

(Now 

Jersey) 

Shell 

AIOO 

others 

Denmark: 




4.68 

1928 basic 

44. 89 

31.99 

18. 44 

Effective Jan. 1, 1931, adjusted for over- and under- 



18. 44 

4.68 

trading 

44. 82 

32.06 

Effective Jan. 1, 1936, adjusted for unobtainable 

39,97 

28.69 

16. 44 

15. 00 

Effective Jan. 4, 1936, adjusted for revised un.ob- 



15. 96 


tainablc... 

38. 79 

27. 75 

17.50 


49-126 
40. 000 

46. 872 


4.002 


40.000 


20.000 

Norway: 

22. 92 

.61 

1928 original; own use included 

43. 33 

33. 14 

1928 revised; after audit 

43.37 

33. 11 

22.91 

.61 

Efioctivc Jan. 1, 1935; 1928, own use excluded 

43. 39 

33. 13 

22. 87 

.61 

Effective Jan. 1, 1930 

39. 29 

30.00 

20. 71 

10. 00 

Sweden: 





1928 basic 

37. 03 

42.94 

1.94 

18. 09 

Effective Jan. 1, 1936 

28. 06 

32.53 

8. 43 

30. 98 

Effective Jan. 10, 1937 ^ 

28.00 

32.53 

8. 43 

5.97 


’ Distribution quotiis oiToetlve on this date also included: Texas, 12.92 percent, and Gulf, 12.09 percent; 
see table 14, p. 298. 


In each of the four countries, substantial downward revisions of the 
distribution quotas, effective J anuary 1, 1936, were made to account for 
what was “unobtainable,” as is noted in the Danish quotas.^'* These 
quota adjustments, which were made for nearly all product markets,, 
recognized the permanently reduced percentage positions of the “as is” 
parties from those of 1928. 

The trading results in the Scandinavian markets in 1936 are sum- 
marized in tabic 27. The “as is” companies in tliat year held the fol- 

Table 27. — Deliveries into consumption of controlled products ^ in Scandinavian 
' countries in 1936 


(In metric tons] 


Company 

Denmark 

Finland 

Norway * 

Sweden 

standard Oil Co. (Now Jersey) 

207, 433 
120. 467 
78. 646 

00,650 
72, 586 

115, 298 
87, 019 
70, 726 

220, 090- 
270, 505 
52, 519 


Total “as is” group 


466,645 

133, 136 

273. 043 

549, 114 
72, 478 
67, 467 
26, 259* 
30,371 
31, 894 

Russian Export Tiust - 

Gulf Oil Corp 2 

7,206 
61, 200 
3, 014 
77. 276 

18, 786 

15, 540 


95 

17,499 



23, 020 


616. 241 

169, 610 

311, 603 

777, 683 



5 Includes all petroleum products sold for domestic consumption except lubricating oils' and specialty 
products. 

2 Alfred Olson & Co., an affiliate. (Sec p. 334, footnote 31.) 

8 Parent corporation of Nynas Petroleum Co., Sweden. 

* “Own. use” of the companies excluded; largo contracts in the “black oils” — (fuel, Diesel, and gas oils — 
excluded. 


The revised quotas wore generally somewhat higher thfin tlie percentage positions 
that wore actually hold in 1935. The quotas In Finland provided for an equal division of 
the obtainable markets between Shell and Jersey Standard, although the latter had held a 
better position in Finnish markets than Shell during the base year. This probably com- 
pensated Standard for the fact that after the early 1930’s its percentage share In each 
product market was lower than SheU’s. 
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lowing combined share in these markets: Denmark, 76.13 percent; 
Finland, 78.54 percent; Norway, 87.63 percent; and Sweden, 70.62 
percent. These proportions were 12 to 18 percent lower than those 
held in 1928, and reflect the circumstances that had led to the revision 
of the distribution quotas. Nevertheless, since Scandinavian markets 
had expanded strongly since 1928, the “as is” companies enjoyed large 
increases in the volume of sales over those of the base year.“ 

The most important outsider in the Scandinavian markets was the 
Eussian Export Trust, which had established marketing organizations 
in the four countries in the late 1920’s and had rapidly expanded its 
operations. The peak years of Eussian penetration in the market 
were 1933 and 1934,’^^ wdth subsequent decline, particularly in Den- 
mark.^® Thus, the shares of the markets attributed to the Eussians in 
table 27 represent the achievement of a decliningcompetitor. 

Earl_y in 1937, Gulf Oil Corp. purchased the Eussian marketing or- 
ganizations in Denmark, Finland, and Sweden, operating through its 
affiliate, Alfred Olson & Co.^® During the period 1928-36, the latter 
firm had acquired a substantial business in fuel, gas, and Diesel oils in 
Sweden,®® and had held 30 to 36 percent of the trade in these products 
in Denmark. These interests and the newly acquired Eussian organi- 
zation were brought together in a single structure headed by Alfred 
Olson, who became manager of all of Gulf’s Scandinavian operations.®® 

The other firms in the Scandinavian petroleum markets were 
generally of minor significance, holding in most cases small fractions 
of the market.®® 

The sales volume (in metric tons) of the “as is’’ companies was 44 percent greater in 
Denmark in. 1030 than it had been in 1928 ; 31 percent greater in Finland ; 08 percent 
greater in Norway ; and 83 percent in Sweden. The over-all Scandinavian increase was 60 
percent. 

The Russians hold 20.34 percent of the Danish and 21.89 percent of the Finnish 
benzene markets in 1933, and 7.08 percent of the Norwegian market in 1934. Their share 
of kerosene markets was 10.97 percent in Denmark and 5.20 percent In Norway in 1934, 
and 15.19 percent in Finland in 1932. In “black oils,” the Russians held 27.34 percent of 
the Finnish market and 12.98 percent of the Norwegian market in 1934. After attaining 
these peak positions in the mat^ets In which they were Interested, the Russian percentage 
shares rapidly declined to the levels of 1936. 

In Denmark, the Russians almost literally dropped out of the market in 1936, having 
total sales of 7,206 metric tons in 1936, as compared with sales of 48,927 tons in 1934 and 
41,697 tons in 1935. 

While not mentioned in the press reports, the Russian marketing organization In Nor- 
way probably was included in the sale. Among the terms of the transaction, the following 
was reported : “The supply agreements which the corporation’s [Gulf’s] British, Belgian, 
and Scandinavian subsidiary companies have with Soyougnofteexport were also renewed.” 
The Petroleum Times, May 29, 1937, p. 716, and November 13, 1937, p. 645. 

See table 15, p. 302. 

It is not dear precisely what relation the Olson firm had to Gulf prior to 1937 ; hence 
It is referred to above as an “affiliate.” The Report of the Swedish Oil Investigating Com- 
mltteo of 1945, chs. 11 and XIV, states that the Olson firm and the Swedish Gulf Oil Co. 
were wholly owned by Gulf in 1947. It may be recalled that after the reorganization of 
its Scandinavian interests. Gulf’s Swedish interests entered In full participation in the 
Swedish “as is” agreement of 1937, and that prior to that agreement there had been coop- 
eration between .Gulf interests and the Swedish cartel. 

Tlie shares of the market held by firms other than the “as is” group, the Russians, 
and Gulf were as follows : 

In Denmark six firms together held 3.66 percent (22,552 metric tons) of the total 
petroleum market In T936, practically all of this in the asphalt and road-olI market. 
One of these firms, A. John.son & Co. (parent of the Swedish concern, Nynas), partici- 
pated in the “as is” arrangements in the asphalt market, being given a Quota of 13 percent. 
In addition to these, “sundry” other competitors held 9.42 percent (57,738 metric tons) 
of the market. This “sundry” group, which had never before held more than 0.5 to 1.5 
percent of the market, was probably this large because of the spot market for benzene 
and kerosene created when the Russians practically quit the market in that year. 

In Finland the principal other competitor was a Hamburg firm, known as Eurotank, 
which held 7.56 percent of the total market in 1936. Six other firms and the “sundry” 
competitors together held 2.82 percent. 

In Norway a subsidiary of the Sinclair Oil Corp. held 4.32 percent of the total trade 
and throe other firms and the “sundry” competitors together held 3.07 percent. 

The other competitors in Sweden were discussed in the case study of that country. 
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In summary, therefore, three international oil companies — Standard 
(hlew Jersey), Shell, and Anglo-Iranian — wore the principal mar- 
keters of petroleum products in the four Scandinavian countries. 
In each of these countries they cooperated among themselves in the 
local application of the marketing principles set forth in the inter- 
national agreements they had arrived at. In Sweden other firms, 
representing nearly all of the outside trade, were participants or 
cooperators in the local cartel arrangements. 

In 1937 the principal outside firms, the subsidiaries of the Eussian 
Export Trust and affiliates of Gulf, were merged into a unified or- 
ganization controlled by Gulf. The Swedish subsidiary of this 
organization, wholly owned by Gulf, soon thereafter became a full 
participant in the Swedish cartel. The Gulf organization, the “as is” 
group, and the other participants in the Swedish cartel, the Texas 
Co. and A. Johnson & Co. (Nynas) constituted nearly all of the 
Scandinavian oil trade. 

Argentina . — ^The application of the “as is” principles in Argentina 
by Standard (Now Jersey) and Shell was complicated by the existence 
of the State Oil Fields Department (YPF)^® which conducted fully 
integrated petroleum operations from the oil fields to the market. 
Until 1936 YPF and the smaller distributors in the market increased 
their control of the profitable gasoline market, while the “as is” 
group increased their share in the larger market for the less valuable 
product, fuel oil.“ 

Distribution quotas in Argentina were fixed up to 1937 by the 
major international companies in accordance with the “as is” princi- 
ples, on the basis of the shares of the market actually held during 
the “qualifying period,” 1928. The shares of the various product 
markets to which Standard (New Jersey) and Shell were “entitled” 
are shown in the top section of table 28, wffiich also shows the estab- 
lished positions of YPF and the independent companies in 1928. 
The distribution quotas were subject to a general revision, effective 
■January 1, 1936, which recorded the great changes that had taken 
place in the market.^® These revised quotas are shown in the middle 
portion of table 28. Finally, the shares of the various product mar- 
kets actually held by the different companies in 1936 are shown in 
the bottom of table 28. The most important changes were in the 
gasoline market, where the “as is” group lost ground, and in the fuel- 
oil market, where the group made, substantial gains.®* 


Yacimientos retroliferos l^lpcalra. 

34 Fuel oil was quantitatively the most Important market in most Latin-American 
■countries, and jrasoline was second. 

3“ Jersey Standard’s quotas were revised upward, effective January 1, 1932, when It 
acquired, through the purchase of Pan American, Standard of Indiana’s Argentine Interests. 
The gasoline quotas were also revised, effective January 1, 1933, to record YPF’s gains to 
that date. 

In 193.6, sales In the total gasoline market were 6.3 million barrels, an increase of 47.4 
piercent over 1928. In the fuel-oil market. 1936 sales of 1.4 million metric tons were 15,9 
percent higher than in 1928. The percentages given in table 28 indicate the shares of 
the various marketers in those markets. Fuel oil accounted for more than 50 percent 
of Argentina’s total consumption of petroleum, while gasoline accounted for about 25 per- 
cent. See Petroleum Times, March 5, 1938, p. 307. 
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Table 28 , — Deliveries into consumption of petroleum products and distrihut-km 
• ' quo tas in Argentina^ 1928 and 1986 ^ 


[Expressed in percentages] 



Standard 

(New 

Jersey) 

Shell 

YPF 2 

Others 

Total 

1928— Base year quotas (trading results): 






Gasoline 

45.79 , 

27. 65 

14.63 

11.93.1 

100- 

Ilefincd oil ^ 

43. 92 

16.91 

22.08 

17. 09 

100 

Fueloil-- ,. 

3. 61 

28.76 

31.43 

36. 20 

100 

Gas and. Diesel oil 

44. 34 

20.47 

2.68 

32. 51 

100 

Asphalt and road oil. 

11.74 

76.05 


12. 21 

100 

1936— Distribution quotas: 


Gasoline 

33.91 

20. 67 

(28. 00) 

17. 42 

100 

Refined oil ^ 






Fuel oil 

6. 20 

40. 77 

53. 03 


100' 

Gas and Diosel oil . . . 

44. 13 

10 47 




Automotive gas and Diesel oil.. . 

33. 91.' 

20.67 

(28.00*) 

17. 42' 

100 

Asphalt a.iid road oil.. 

23. 92 

■ 53.36 

22. 73 


. 100 

1936— Trading results: 


Gasoline 

30. 51 

22.01 

28. 98 

18; 60 

100 

Refined oiH . . 

32.23 

18. 62 

29. 16 

19. 99 

100’ 

Fueloil .... 

8.06 

39. 45 

29. 51 

22. 98 

100' 

Gas and Diesel oil 

36. 04 

25. 83 

20. 32 

17. 81 

100 

Automotive gas and Diosel oil 

58. 41 

16.11 

8. 25 

17. 23 

100- 

Asphalt and road oil - .. 

24. 37 

52. 30 

18.76 

6. 57 

100' 


! including Paraguay, whose consumption is a negligible proportion of the whole. 
2 Yaclminnto Pctrolife^os Flscalos, 

5 Kerosene, tractor fuel, and similar products, 


In 1936 the Argentine Government initiated new petroleum poli- 
cies which put YPF in a favored position. The State Oilfields De- 
partment (YPF) was given regulatory powers over imports, in- 
cluding the power to apportion imports among all the companies, 
including itself. Importing companies were required to arrive at 
agreements with YPF before they could be entered on the register 
of importers. Exports of petroleum were forbidden.^^ 

In its negotiations with Standard (New Jersey) and Shell under 
this law, YPF attempted to reserve the bulk of the concentrated and 
highly profitable Buenos Aires gasoline market for itself. The re- 
sult of these discussions was an agreement for the gasoline market 
which was to run for 31/2 years, beginning July 1, 1937.^ This agree- 
ment covered 100 percent of the market, since YPF represented also 
the smaller concerns, with which it had previously come to terms. The 
quota arrangements were based on an assumed market of 6,065,025 
barrels. Tlie apportionment of this marlcet is shown in table 29. It 
was agreed that YPF would have “preferential treatment,” i. e., a 
prior right, in all consumption in excess of 6,065,025 barrels. Since 
consuirmtion in 1936 was more than 6.3 million barrels,®® this meant 
that YPF was to have all the normal increase in consumption occur- 
ring after 1936. Other provisions of the agreement which, since 
YPF represented all small marketers, governed the entire trade, in- 
cluded the fixing of prices at uniform levels and the creation of a 
tribunal to administer the agreement. 


” Ibid., .Tanuary 15, lO.'iS, p. 88. 

“ Ibid., October 16, 1937, p; 494. 

’I" In 1935 consumption was 5.97 million barrels, so that most of the 1930 Increase was 
also reserved to YPP. These figures are converted to 42-gallon barrels from data given 
in 50-gallon barrels In Deliveries Into Conspmption, Latin America. 
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Table. 29.— GdsoZiwe quotas under the Arffontine Xfffeeme^ 


[In 42-gallon barrels] 



Estimated total 
market 

Estimated Buenos 
Aires market 

Estimated other 
Argentine market 

Barrels 

Pcicont 

Barrels 

Percent 

Barrels 

Porcont 

standard (New Jersey) 

Royal Dutch-Shell 

Y. P. F.i. 

1,807,281 
1,284,460 
2, 973,277 

29. 80 
21. 18 
49, 02 

461, 677 
241, 156 
1,192,767 

23.95 

12.79 

63.26 

1, 355, 704 

1, 043, 310 

1, 780, 610 

32. 44 
24, 96 
42.60 

Total 

6, 005,024 

100. 00 

1, 885, 600 

100.00 

4, 179, 524 

100. 00 


1 Yaciinicntos Potrolitoros Fisoalos. Y. P. F.’s quotas include those of the other firms operating in Ar- 
gentina. 

Source; The Petroleum Times, Oct. 16, 1937, p. 494. 


Chile ."'^ — In Cliile tlie principal distributors in 1928 were Standard 
(Now Jersey) and Shell. The two international companies held sub- 
stantial control of all markets, except that tiieir shares of the “black 
oils” markets were low because the principal consumers, the mining 
companies of northern Chile, were direct importers. The share of the 
1928 markets held by the “as is” group, and hence the base-year quotas, 
were : 



1 Standard 
! (New Jersey) 

Shell 


61.46 

37.30 


68.50 

• 38. 63 


31. 59 

8. 23 


44. 86 

2. 82 


3. 04 

55. 07 





These quotas wore for the most part unchanged until January 1, 
1936, when general revisions were made to record the “as is” group’s 
control of 100 percent of the small asphalt market and their losses in 
the gasoline and refined-oil markets." These losses were occasioned 
by the entry in the Chilean market of a new firm known as Copec.*’* 
In 1936 this firm held 20.98 percent of the gasoline market and 1.87 
percent of the kerosene market. 

. A cartel was formed with Copec, with relative distribution quotas 
effective J a nuary 2, 1937. The two international oil companies secured 
a gasoline quota of 66.67 percent, which they divided as follows — 
Standard (New Jersey), 41.77 percent, and Shell, 24.90 percent. Co- 
pec’s gasoline quota was 33.33 percent. In the kerosene market, Copec 
obtained a quota of 10 percent and the “as is” group 90 percent, divided 
as follows— Standard (New Jersey), 54.21 percent and Shell, 35.79 
percent.'*’' 


"Information In.tliis section on Chile Is taken from Deliveries Into Consumption — 

^“•uTht^quotas were reflucca proportionately so that the two companies had tlie same 
ratio relationship as in 1928. There were no quota changes In the fuel and gas/Pioael oil 

Oampania de Petroloos de Chile, a privately owned company. This company la 
reported^to have had strong support from the Cliilean Government after it was founded 
in 1934. Hearings on the Foreign Contract Act, op. cit., p. 157, 

''s Both the gasolene and the kerosene quotas were divided in this way so as to preseive 
the 1928 ratio between Standard and Shell. 
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In postwar editions of tlie International Petroleum Eegister, the 
rollowing note appears ; “ 

The import and distribution of the principal petroleum products, with the 
exception of the fuel oil for the mining companies in the North, is operated today 
by three companies, the Copoc (Compania de Petroleos de Chile), the Esso 
Standard Oil Go., Chile, and Shell Mex Co., Chile. Each company has a quota 
ot about one-third, with Increases in some cases until 60 percent, for the Copec. 

The principal marketers in Brazil during the 1930’s were 
subsidiaries of Standard (New Jersey), Shell, Atlantic Eefining Go., 
u ■ Co. Other sales were almost entirely by Pan American, 
a subsidiary of Standard of Indiana, whose interests were acquired by 
Jersey Standard in 1932. The shares of these companies in the various 
markets in 1928 were as follows : 



Standard 

(New 

Jersey) 

Shell 

Atlantic 

Texas 

other 

Gasoline 

47.40 
49. 11 
4.64 

5. 87 
30.23 

20. 40 
18.01 
50.88 
36. 71 
12. 49 

17. 56 
12. 04 

13.20 
16. 72 

1.44 
4.12 
44. 58 
65. 10 
57.28 

Refined oil 

Fueloil 

Gas and Diesel oil 

2. 32 


Asphalt and road oil 


. 




The quotas of Standard (New Jersey) and Shell were based on 1928 
shares in the market, except for increases in Standard’s quotas due 
to the acquisition of Pan American in 1932. These quotas were re- 
placed in 1934 and 1935 by other arrangements.^® 

In 1934, Standard (New Jersey) and Shell formed a “black oils 
pool " It was agreed that they would divide the fuel-oil market, of 
which they then controlled 100 percent, on a 50-50 basis,-*® and the gas 
and Diesel oil market, of which they then controlled 94 percent, on a 
basis of 52.5 percent for Standard and 47.5 percent for Shell 
In the following year. Standard (New Jersey), Shell, Texas, and 
Atlantic formed a “white oil cartel” for the gasoline and refined oils 
markets. The quotas that were established, effective January 1 1934 
were as follows: j > > 



Gasoline 

Refined oils 

Stq,hdard (New Jersey) 

43 i 32 ; 
18 . 61 
20 . 73 
16. 32 
1.02 

43.97 
17.26 
15 . 56 
18. 21 
6.00 

Atlantic 

Texas 

Others 



These quotas closely reflect the actual marketing positions of the 
conipanies in 1934—35 and are not greatly diffeient from their trading 
positions in 1928. ® 


« P. 481 in the 1949 edition. 

Ijntli/'Amerlcn!’* section on Brazil is token from Deliveries Into Consumption — 

asphalt market, wliich continued aubstantiallv under the base-Tenr 
quotas until 10,36, when quotas ot G2.05 porcent for Standard and 13 63 oercent for ^holl 

^ 'mrnker "1" 'f “f remaining competition left tlie marke ® ‘ 

Uunker oils were included In this pool. 

Standard to Shell In the market In 1934 and after was closer 
situation. adjustments were made as a result of this over- and nnder-trade 

12 'pcrcenTln Atlantic and Texas, increased tl.elr share of the market to about 
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Mexico ™ — ^The four principal marketers in Mexico — Standard 
(New Jersey), Shell, Sinclair, and Standard Oil Co. of California — 
formed cartels in Mexico in 1933 covering all petroleum products ex- 
cept the minor specialty products. It was agreed that relative dis- 
tribution quotas were to be fixed, based on the combined sales of the 
four companies. Since, for the most part, outsiders were of negli- 
gible importance in the markot,®^ these quotas were substantially divi- 
sions of the whole market. The relative quotas, effective January 1, 
1933, were as follows : 



Standard 

(Now 

Jersey) 

Shell 

Sinclair 

Standard 

(California) 


24. 854 

36. 380 

20 . 880 

18. 886 


27. 238 

38. 168 

30, 181 

4.413 


21. 126 

47. 080 

24, 207 

6. 687 


13. 750 

31. 198 

15. 746 

39. 300 


25.419 

47. 649 

12. 632 

14. 300 


53. 710 

46.290 




31. 080 

36. 097 

25. 853 

6 . 970 


50. 000 

25. 000 

25. 000 



14. 948 

43. 700 

36. 270 

5. 012 







These quotas generally accorded with maiket positions held by the 
four participants in 1930, the first year for which market statistics are 
given in the documents. Deliveries Into Consumption — Latin America. 
For the most part these quotas were adhered to in the market, although 
there was substantial over- and under-trading in some cases."" There 
was a general revision of the quotas, effective January 1, 1936, but 
there were few changes of more than 1 or 2 percentage points, most of 
the adjustments occurring in the quotas of Sinclair and Standard of 
California. 

Cwha .^* — In accordance with the “as is” principles, Standard (New 
Jersey) and Shell fixed distribution quotas for the Cuban market on 
the basis of their positions in 1928. The shares of the market held by 
{he two “as is” companies, and hence their distribution quotas, were 
as follows : 



Standard 

(New 

Jersey) 

1 

Shell 

1 

Others 


50.31 

06.33 

18.43 
97. 61 

90. 43 

22. 54 

27.15 
3. 67 
64.37 
2.39 
5. 56 



17.20 



4.01 



»» Inform.itlon In this section Is taken from Deliveries Into Consumption- — Latin America. 
Jersey Standard became an important factor in Mexico in 19.S2 tlirongli Uie aciiuisition 
of the Mexican ijropertles of Standard of Indiana, in the purchase ot the lorcign proper- 
ties of its subsidiary, Pan American 1‘etroleum & Transport Co. 

“ Outsiders, in tlie 7-year period, 1030 -36, lield at most 3 to 4 percent of each maikct, 
except in tlic case of the minor products, commercial lubricating oils and greases, of which, 

in some years, they supplied 13 to 15 percent. , „ , . - i ono 

““Those quotas applied to combined sales up to fixed maxlinums b. g., 1,810,000 barrels 
in the ease of gaaollnc and 8,500,000 barrels in the case of commercial and railroad fuel 
oils comi)ined. Combined sales above these maxinuuns wore to be divided tour ways, 
each participant to have 25 percent. Tliese set inaximums were eliminated in the gen- 
eral revision of quotas in 1936. . Tr» 

' 53 It is not known what devices were used to enforce coin nliancc with Uie quotas, -iq 

some cases, the overtrading was by agreement, as in the railroad lubricating oil marKot 
where Standard (New Jorrey) lioUl 100 percent of the trade. ^In the case, of coinmm-cial 
lubricating oils, v liere biitslders held 7-14 percent of the trade, it was expressly stated 
that tlK, quotas could be exceeded at tlie expense of out.sjders-— a basic as is principle. 

Information in this section is taken from Deliveries Into Consumption — Latin America. 
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’These quotas were retained without substantial change until re- 
vised quotas went into force, effective January 1, 1936, which recorded 
the small changes that had taken place in the market. 

The j)rincipal “outsider” in the Cuban market was the Sinclair 
Oil Corp., which accounted for most of the business of the “other” 
marketers. Beginning in 1932, Standard (New Jersey) and Sinclair 
entered into a supply relationship. By 1935 Standard supplied all of 
Sinclair’s requirements of fuel oil, kerosene, and gas and Diesel oil 
for the Cuban market. 

The “as is” companies and Sinclair formed a cartel for the most 
important petroleum products, the distribution quotas effective Jan- 
uary 1, 1937, being: 



Standard 

1 (New Jersey) 

Shell 

Sinclair 

Other 

Gasoline. _ 

42. 13 
92. 35 
81.98 
70. 09 

19. 85 

27. 10 
4. 90 
4. 64 
24. 31 

10. 92 
2.75 
13.38 
2. 72 

Refined oil 

Gas and Diesel oil 


Asphalt and road oil 

2.88 



No quotas were fixed for fuel oil. It was stated that the cartel 
aiTangement in this market was based on a “gentleman’s agreement” 
witli Sinclair. The qiiotas reflect rather closely the inarket situation 
cauTcnt in the mid-1930’s except in the refined oil market, where 
Standard had lost a substantial part of its business to outsiders. 
There Standard was recognized as “entitled” to 92.35 percent of the 
trade, although its actual share of the market in 1935 was only slightly 
over 50 percent. This quota, therefore, was in line with the usual 
“as is” practice of retaining in principle the 1928 historic position 
except when adjustments are dictated by cartel operations. 

The Lesser Antilles ?^ — The international oil com[:)anies extended 
their cartel arrangements to some of the smallest markets of Latin 
America. The markets of the islands of the Lesser Antilles in the 
Cai'ibbean Sea are individually small and collectively of minor im- 
])ortance; nevertheless, cartels were formed under “as is” principles 
in the islands of Barbados, Jamaica, Trinidad, and the Windward 
and Leeward Islandsj and in the Guiana territories of the northern 
shore of South America. The principal participants in these cartels 
were the marketing subsidiaries of Standard (New Jersey), Shell, 
and Trinidad Leaseholds, Ltd. (TLL), the latter two companies oper- 
ating most frequently as a pool.““ 

Cartel arrangements were made in the gasoline, refined oil (includ- 
ing tractor fuel), fuel oil, gas and Diesel oil, asphalt and road oil, 
lubricating oils, and grease markets. In each market, quotas based 
on the “qualifying period,” 1928, were fixed for each of the parties, 
the cartel participants generally controlling all or nearly all of tlie 
market. The quotas were subject to the pattern of minor adjustments 

“ Information in this section is taken from Deliveries Into Consumption — Latin 
America. 

Other cartel participants of lesser Importance inclnded the Texas Co. (until 1935 
when it withdrew from all cartel arrangements in this area), Trinidad Central Oilfields 
Ltd. (TOO), and British Union (sic). These Arms were not in all markets. TCO was 
supplied by organizations that appear to have been subsidiaries or affiliates of the principal 
cartel members. 
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and general revisions in 1936 that was typical of all ‘‘as is” quota 
operations.®^ Table 30 shows the base-year quotas in these markets for 
gasoline, which were fairly typical of the q,uotas for other products, 
extopt that the market for gasoline tended to bo divided among more 
participants than was usually the case. The smallness of these markets 
IS indicated by the fact that the total combined sales for 1936 in the 
five marketing areas amounted to only 450,000 barrels. This was 
about 40 percent of the sales in the Cuban market of that year and 
about 15 percent of that in Brazil, both of which were in turn minor 
markets. 


Table 30. — Gasoline distribution quotas in the Lesser ‘Antilles and Guiana * 



standard 

(Now 

Jersey) 

Shell 

TLL» 

reel * 

Other 
oartel * 

others 


11.88 
30. 18 
7.86 
7.19 1 
20.84 



84, 06 
62.70 

3. 79 
’7. 12 
16. 21 
’ 13.16 

0. 27 





46. 47 
39. 83 

30. 46 
39. 83 






67. 73 

16.43 






1 As dotorminod by marketing results during the “base year,” 1928, 

2 Trinidad Leaseholds, Ltd. 

8 The “Pool” included the combined quotas of Shell and TLL. 

< In Barbados, the Quianas group, and Trinidad, the other .cartel member was Trinidad Central Oilfields, 
Ltd., and in Jamaica, the Texas Co. 

6 Including Surinam, French and British Guiana. 

® Excluding Barbados, the Virgin Islands of the United States, and the Dutch West Indies. 

7 These quotas represent the combined quotas of other cartel members and of “others”; i. e., outsiders. 

Other countries . — The case studies given in this chapter by no means 
exhaust the list of countries in which local cartels have been organized 
under the international marketing agreements. The Standard Oil Co. 
documents (Deliveries Into Consumption — Europoj and Deliveries 
Into Consumption — ^Latin America) present statistical data on the 
operations of the “as is” group of companies in a number of other coun- 
tries of Western Europe and Latin America. Tables summarizing 
this information are presented at the close of this section. 

■The fact that the documents available to the Federal Trade Com- 
mission did not present statistics on marketing and distribution 
quotas in other parts of the world does not indicate that the inter- 
national marketing agreements were not applied there. In the 
IVIiddle and Far East, for example — the area known to the inter- 
national oil companies as “east of Suez” — there are a great many in- 
dications that the international oil companies agreed upon cartel 
arrangements governing the market positions each had established. 

As was shown in the first part of chapter VIII, the beginning of 
cooperation of the major international oil companies in the Indian 
market in the mid-1920’s, and the resulting division of that market 
among them, led directly to the conclusion of the Achnacarry or “as 
is” agreement of 1928. In these earlier years in the Far East, more- 
over, there are numerous indications of close cooperation among the 

An interesting quota adjustment was made in 1934 when TLL accepted a lower 
gasoline quota in Trinidad and was granted a higher refined oH quota In Jamaica. Such 
transactions may ha-re been useful devices for settling various problems that might 
arise between the parties. 


23641—62 23 
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international oil companies. For example, it was reported in the 
Petroleum Times that the Chinese market had been controlled since 
1914 by Dutch and American oil companies (chiefly Shell and Stand- 
ard Oil Co. of New York). These companies had reached agree- 
ments which “regularized the market” and maintained uniform 
prices since that time. P. W. Parker, in a Standard- Vacuum memo- 
randum of January 7 , 1935, dealing with tax difficulties of 1934-35 
with the Chinese Government, stated that the cartel arrangements in 
China were on an “as is” basis.®® It was reported officially in 1931 
that prices in local markets in the Dutch East Indies were much too 
high in comparison with those in other producing countries due to a 
price agreement hStween Shell and Standard (New York).®” In 
Japan, Shell and Standard (New York) had been the dominant forces 
in the market since 1906, In 1931, as a result of price cutting by 
domestic firms, the two international oil companies made a “new 
agreement” with the four leading domestic firms — Nippon Oil, 
Ogura, Mitsubishi, and Mitsui. This agreement was “designed to 
regulate not only prices but also the quantity to be marketed.” Prices 
immediately rose as a result of this cartel arrangement.®^ 

This cooperation, moreover, appears to have continued until recent 
years. In chapter V light is thrown on this in the discussion, of the 
problems of marketing Bahrein and Aramco oil. Thus it appears that 
Standard of California could, not dispose of its oil until it was able, 
through the merger of its Middle East producing interests with Far 
East marketing subsidiaries of the Texas Co., to funnel its oil into a 
distributing organization which held established positions in Far 
East markets.®® The cartel restrictions on these joint marketing or- 
ganizations, moreover, limited the amount of Bahrein and Aramco 
oil that could be disposed of in these areas.®® Similarly, the Gulf- 
Anglo-Iranian joint ownership agreement of 1933 (Kuwait) and 
the contracts for the sale of crude oil dealing with Middle East oil in 
the postwar period,®' all laid important restrictions on the movement 
of oil into the markets “east of Suez.” 

While it seems evident that cooperation existed among the oil 
companies in the markets east of Suez, no information is available that 
would indicate the nature of the agreements governing this coopera- 
tion. The fact that the Standard Oil Co. documents are limited in 
their coverage to Europe and Latin America, therefore, does not 
signify that “as is” or other cartel arrangements were not applied in 
those areas. 

In central and southeastern Europe and the eastern Mediterranean, 
cooperation among the international oil companies with regard to dis- 
tribution was complicated by difficulties in regulating oil production 


« December 27, 1930, p. 1039. 

Patents, hearings, pt. 7, p. 3691. 

“ The Petroleum Times, January 23, 1932, p. 98. 
«« Ibid., May 16, 1936, p. 629. 

«» See pp. 114-118. 

« See pp. 118-119. 

“ See p. 132. 

See pp. 140—141 and 157. 




Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 

THE INTERNATIONAL PETROLEUM CARTEL 343 

in Rumania. This country supplied crude oil and refined products to 
its own domestic markets and was a principal supplier to markets in 
this area.®® As has been previously shown, the international oil com- 
panies, which were themselves important petroleum producers and 
refiners in Rumania, attempted to solve the problems occasioned by 
over-production in that country by creating a domestic cartel, by 
allocating production quotas, by determining export quotas by coun- 
tries, and by purchasing excess production, thus channeling it into 
the hands of companies interested in maintaining the international 
“as is” principles.®’ 

The solutions proposed for the marketing area served by Rumanian 
oil were specially designed to meet the special problems in that area 
occasioned by the breakdown of controls over Rumanian production. 

As such they were supjilementary to, rather than in conflict with, the 
international “as is” principles. In many of the countries in this area, 
moreover, governmental economic policies were such as to make the 
terms of the “as is” principles inapplicable to local markets.®® These 
governmental measures — tariffs, quotas, and other import controls, 
dealing arrangements and other financial and currency controls, spe- 
cial trade agreements and the like — were adopted earlier and in 
greater variety in those countries than elsewhere in an effort to pro- 
tect and stabilize the truncated economies of these countries.®® 

The following tables present statistical information drawn from 
the Jersey Standard documents previously mentioned together with 
explanatory notes taken from the same source. These tables indicate 
the quotas and marketing results of the “as is” group of companies 
for the principal petroleum products of each country, but do not 
necessarily show all cartel participants duo to the fact that the docu- 
ments from which the information is taken are directed at setting forth 
the “as is” group market relationships. 


Rumania alone consumed nearly as much crude oil and refined products as all other 
countries of central and southeastern Europe combinorl. In 1937—39, Rumania supplied the 
bulk of the crude and refined petroleum imports of Czechoslovakia, Hungary, Yugoslavia, 
Bulgaria, and Greece and supplied significant proportions of Imports of Turkey and other 
eastern Mediterranean countries ; see import data by countries in International Petroleum^ 
Trade, 1939 and 1940 issues. . ' 

See above, pp. 236-239 and 240-251, 

These two factors — the adoption of special private arrangements and the economic 
policies of the governments — probably account for the fact that the Standard (New Jersey) 
documents, Deliveries into Consumption — ^Europe, do not Include data about quotas and 
trading results for the countries in the area under discussion, except for data about the 
asphalt market In some countries. 

Cf. information by countides in (a) the annual issues of Economic Review of Foreign 
Countries, U. S. Department of Commerce, 1D33-89, and (5) Regulation of Imports by 
Executive Action in Countries With Independent Tariff Jurisdiction, U. S. Tariff Commis- 
sion, 1941. Gottfried Ilabcrlor has made an excellent survey and analysis of such gov- 
ernmental controls in Quantitative Trade Controls, League of Nations, 1943. 

The effect of all these controls was generally to freeze and stabilize the proportions of 
import. trade at the historic position of the participating firms attained during a “base 
year’— most often 1931 or 1932. Under these circumstances, the application of “as is’^ 
principles in the petroleum trade might well have been neither necessary nor relevant. 
For example, in Czechoslovakia and Hungary, where existing refining capacity was in 
excess of domestic needs, cartels were sponsiu’ed by the government in which the position 
of the established importers and refiners was “recognized^’ and preserved in quota arrange- 
ments. A similar cartel was formed in Turkey (Joint Hearings on the Foreign Contracts 
Act, Committee on the Judiciary and Special Committee Investigating Petroleum ResourceSj 
U, S. Senate, 1945, pp. 154-156). A discussion of controls over Rumanian production ana 
distribution Is given on pp. 236-239. All such cartels and any other suen arrangement 
could be substituted for the “as Is” arrangements by unanimous consent of the partici- 
pants under the provisions of the Draft Memorandum of Principles. 
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Tabu) 31 . — Bistrihution quotas and trading results for specified products in 

selected countries 

[Expressed In percentages] 



Base year 
quotas (trad- 
ing results 
in 1928) 

(Quotas effec- 
tive Jan. 1, 
1936 

Trading re, 
suits, 1936 

Algeria: i 




Benzene: 

Standard (New Jersey) - 

42. 18 

40.32' 

' 30.35 

Shell - 

21.92 

23. 69 

25.31 

Cipan (Soeony-Vacunm).. — 

10.37 

10.46 

9.39 

Total “as Is” group - 

74. 47 

74.47 

65.05 

Other marketers..— — - 

25. 53 

26.53 

34.66 

...Total market... - - 

100.00 

100. 00 

100.00 

Kerosene; 

Standard (New Jersey) - 

38.28 

35.13 

28. 06 

Shell 

21. 07 

24,69 

29.05 

Cipan (Socony-Vacuum) 

13.31 

12. 84 

10.80 

Total “as Is” group - 

72. 66 

72. 66 

67.90 

Other marketers 

27.34 

27. 34 

32,10 

Total market 

100. 00 

100.00 

100.00 

Tunisia: J 








Standard (New Jersey) 

61.72 , 

44.38 

45.47 


35.84 ! 

31.08 

32. 02 

Cipan (Socony-Vacuum) 

12. 44 : 

10. 69 

9. 11 

■ Total “as is” group - 

100. 00 

86. 15 

86.60 



13. 85 j 

13.40 





Total market.— — — 

. 100.00 

100.00 i 

100. 00 

Kerosene: 


i 


standard (Now Jersey).-. 

46. 16 

41.75 

40.84 

Shell - 

31, 96 

31.73 

32. 13 

Cipan (Socony-Vacuum) - 

18.88 

17. 10 

16. 56 

Total “as ia" group 

100.00 

90.58 

89.53 



9. 42 

10. 33 




.14 

Total market - 

100. 00 

100. 00 

100.00 

Switzerland: ^ 




Benzene: 




Standard (New Jersey) - 

36. 82 

36.82 

29.14 

Shell - 

33.58 

33.58 

27.41 

AIOO 

13.16 

13.16 

16.29 

Total "as is” group - 

82. 66 

82.56 

71.84 

Other marketers 

17. « 

17. 44 

28. 16 

Total market 

100.00 

100.00 

100.00 

Black oils: 




Standard (New Jersey) . — 

43.05 

i 36. 17 

34.12 

Shell 

31.01 

! 31.01 

28. 88 

AIOO 

3.12 

! 10. 00 

10. 22 

Total “as is” group 

77.18 

77.18 

73.22 

Other marketers 

22. 82 

22.82 

26. 78 

Total market 

100. 00 

100.00 

100.00 

Italy and Libya; i 




Benzene and white spirit: 




Standard (Now Jersey) 

44. 42 

46.47 

28. 0? 

Shell 

27.37 

28. 01 

26. 10 

AIOO 

1.79 

.10 

.08 

^Total “as is” group 

73.68 

73. 68 

54. 26 

Other marketers 

26.42 

26. 42 

45.75 

Total market 

100.00 

100. 00 

100. 00 


See footnotes at end of table. 
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Table 31. — Distribution guatas and trading results for specified products in 
selected countries — ^Continued 


[Expressed in percentages] 



Base year 
CLUOtas (trad- 
ing resulle 
in 1928) 

Quotas eflec- 
tiye Jan. 1, 
1936 

Trading re- 
sults, 1936 

Italy and Libya— Continued 

Black oils; 

28. 77 
23.31 
8. 40 

33.41 

27.07 

20.80 

23.66 

Shell - 

AIOO 




60. 48 
39. 62 

60. 48 
39. 52 

44.46 
56. 54 



100. 00 

100. 00 

100. 00 

'Oolorabla; * 

Gasoline; 

Standard (Now Jersey) 

94; 21 
5 , 79 

93.92 

5.49 

94. 45 
4.14 

Shell 

Total “as is” group 

100.00 

99.41 

.69 

98. 69 
1.41 

Total market 


100. 00 

100. 00 

100. 00 

Fueloil: 

Standard (New Jersey) - 

97.04 

97.04 

93.69 

6.30 

Shell ■ 

Total “as is” group... 



. 97.04 
2. 96 

97.04 
2. 06 

99. 99 
.01 


Total market 

100.00 

100.00 

100.00 

‘Curacao: * 

Gasoline: 

6.Q2 
93. 98 

16. 28 
84. 72 

20.76 
78. 78. 



100.00 

100.00 

99. 64 
.46 


Total marlfot 



100. 00 

100.00 

100.00 

ERoflned oil; 

23.64 

76.11 

23.81 

75.84 

16. 28 
79.72 



99.65 

.35 

99.65 

.36 

96.00 

4.00 



100.00 

100. 00 

100. 00 

Peru; < 

Gasoline: 

96.18 

95.25 

97. 79 






95. 18 
4.82 

95. 25 

4. 75 

97.79 

2.21 



100. 00 

lOO. 00 

100. 00 

''Gas and Diesel oil: 

98.29 

98.29 

100.00 

Shell 





98.29 

1.71 

98. 29 
1.71 

100. 00 




•100.00 

10.0. 00 

100.00 



;See footnotes at end of table. 
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Table 31 . — Distribution quotas and trading results for specified' products ire’ 
selected countrifs — Continued 


[Expressed in percentages]] 



Base year 
quotas (trad- 
ing results 
in 1928) 

Quotas effec- 
tive Jan. 1, 
1936 

Trading re- 
sults, 1936 

Venezuela: * 

Gasoline: 

6.16 
77. 16 
.16 

33' 14 
66.49 

34. 36 ■ 
66.62': 

Shell 

T. L. L 




82. 41 
17. 59 

99.63 

.37 

99. 97 
.03- 


Total market.-,—,- ... 

100. 00 

100. 00 

100.00’ 

Fuel oil: 


6.63 ' 
93.36 

6. 66 . 
94. 34 

Shell 

99. 69 
.02 

T. L. L 




99. 71 
.29 

99.99 

.01 

100. 00 ‘ 




100. 00 

100.00 

100. 00: 



I Both of these French North African colonies appear to have closely held petroleum product markets. 
The. base year quotas In Algeria were twice adjusted for over- and under-trading, the first change being oflec- 
tive on Jan. 1, 1036, and the second on Jan. 1, 1936, the year shown in the tabic. Those adjustments were 
slight in both cases. The base year quotas in Tunisia were adjusted, oflective Jan. 1, 1933, to account for 
the granting of a quota to an outsider, Steaua Francais, which had entered the market in 1930. This com- 
pany, however, although adhering to its quota, did not adhere to any of the “as is” rules and hence was 
regarded as an outsider. The quotas of the “as Is” group were readjusted several times for over- and under- 
trading, the changes being slight In each case, however, so ihat the 1936 quotas reflect fairly well the 1933: 
changes. An adjustment in the quotas, effective Jan. 1, 1937, is recorded. 

The trading results appear to nave followed the quotas rather closely, especially in Tunisia. The 2‘ 
products shown accounted for or more of the total quantity of petroleum products sold annually in 
domestic markets of these 2 French colonies. In comparison with other countries, the markets in those 
countries were small. 

8 The Swiss quotas wore fixed throughout the 9-year period, 1928-36, at the base-year levels, the only 
change being that shown in the quotas for black oils, Jersey Standard giving \ip 6.88 percent to Anglo- 
Iranian. This was done under a proposal— made by H. E. Bedford to J. C. Clark on Mar. 18. 1936, and 
confirmed by the latter on Mar. 22, 1936— whereby the difference between Anglo-Iranian's basic quota of 
3.12 percent and their quota of 10 percent Is to be compensated to SOC (New Jorisey) outside of Switzerland. 

The two products shown here accounted for 380,931 metric tons out of the total quantity of 432,993 metric 
tons of all petroleum product? delivered for domestic consumption in Switzerland in 1936. 

8 The base year quotas wwe subject to only 1 change in the 9-year period, 1928-36, this occurring when 
Anglo-Iranian's quotas were divided between Jersey Standard and Shell, effective Jan. 1, 1932, when Anglo- 
Iranian withdrew from the market. The 2 products shown accounted for more than 85 percent of the total 
of 1,705,000 metric tons of petroleum products delivered into domestic consumption in 1936. 

^ The more important petroleum consuming countries in Latin America, aside; from those included in the 
case studies, are the petroleum producing countries whose petroleum economies are dominated by the large 
producers. The only event affecting quotas and marketing results in the 1928-36 period was the purchase 
by Jersey Standard from Standard of Indiana of the foreign interests of the latter company’s subsidiary*. 
Ban American Petroleum & Transport Co. 

These tables and tho case histories do not exhaust the cartel statistics appearing in tho Jersey Standard 
documents. Deliveries Into Consumption— Latin America, since all Latin Ameri(!an countries are represented 
there. The markets in many cases are so small that the statistics are not significant and in other cases' 
are repetitive on a smaller scale of what has already been given. 


SUMMARY 

The case studies given in this chapter illustrate the widespread de- 
velopment of local cartel arrangements following the conclusion of 
the Achnacarry or “as is” agreement of 1928. As has been noted, 
this international agreement on marketing principles was inspired 
by the price war which had broken out in the Far East, particularly 
in India."' Its principles, n;hich were elaborated upon and modified 
in subsequent international agreements in 1930, 1932, and 1934, proved 
applicable in all kinds of markets, in large countries and small, in 


■“ See pp. 197-198. 
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industrialized economies and in agricultural and even “undeveloped” 
-economies. 

There can be no doubt that most of the local cartel arrangements 
were guided by the international agreements. In nearly all petroleum 
markets of the world, outside of the United States, subsidiaries and 
affiliates- of the principal parties to the international agreements — 
Standard (New Jersey), Koyal Dutch-Shell, and Anglo-Iranian— - 
wore predominant forces. Cartel agreements would have been un- 
workable without their leadership and cooperation. These companies 
were closely associated in their direction of marketing activities from 
Uondon — the three companies being described by a Jersey Standard 
official as a “joint venture” — and were bound to apply the “as is” 
principles in all local markets. The cartel arrangements universally 
included quota arrangements designed to freeze th^e market pattern — 
the historical position of the marketers — in accordance with that of 
a “base year” or “qualifying period,” which in most cases was the 
year prescribed in the international agreements, 1928. Most of these 
distribution quotas were subject to a general revision, effective Janu- 
ary 1, 1936, although nearly all changes were minor in character.'^ 
Other features of the cartel arrangements included provisions to pro- 
tect the division of the market, such as the agreements to “respect” 
•each other’s customers, the fixing of prices, schedules or rebates, dis- 
counts, etc., and other selling conditions, the adjustment of quotas 
for over-and-under trading, the application of a system of fines and 
-compensation in adjustment of over-and-under trading, and the limita- 
tion of competitive expenditures for marketing facilities. 

“In most cases where there were substantial “outsiders” in the 
markets, they were brought into the cartel. These important outsiders 
were occasionally successful in causing modifications or substitutions 
in various “as is” provisions, but the central principle, that of pre- 
serving the historical positions of the participants, always remained. 
These modifications and substitutions were expressly permitted by the 
international marketing principle that the interested “as is” parties 
■could enter into such local cartel arrangements by unanimous consent. 

This analysis of the origin of the local marketing cartels of the 
1930’s does not accord with the interpretation advanced by the in- 
ternational oil companies themselves. Lawrence B. Levi, a director 
•of Socony -Vacuum and its executive in charge of foreign operations, 
speaking for a committee of American oil companies, stated in 1945 ™ 
that the cartels developed out of the following factors : the develop- 
ment of excess productive capacity after the Tirst World War, the 
relative narrowness and leanness of most foreign markets in compari- 
son with the United States, severe price cutting and “dumping” by the 
TRussians, causing “price wars and wasteful practices,” and the devel- 
opment of national economic policies, including such matters as cur- 
rency and monetary controls, and regulation of markets. He did not 
mention international marketing agreements, but rather laid great 
-emphasis on the role of governments desirous of attempting “market 
stabilization within their countries.” 

” These revisions were all adjustments of the 1928 quotas to accord more closely with 
the current market situation. The universality of the rovisiohs would suggest that they 
were ordered by the Xiondon ollices of the companies. One feature of most of the revisions 
was that the relative positions of the **as is” companies were generally preserved in the 
T.928 ratios. 

!Foreign -Contracts Act, op. elt,, pp. 139-140. 
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Mr. Levi then went on to state : 

Trade agreements which affected the oil industry in foreign countries may 
be classified under two general headings : 

1. By law, i. e., government monopoly or compulsory cartel. 

2. (a) Trade agreements by government direction of pressure, and (6> trade 
agreements organized by private initiative in accordance with the -law of a 
country ™ and permitted or encouraged by its government. 

Thus he interpreted the local cartels as merely the result of com- 
pulsive governmental or social forces within each local marketing 
area. American companies, he said, were forced to go along with 
these restrictive forces if they wished to stay in business in these 
countries. 

This interpretation omits the role of the international oil com- 
panies themselves in the development of the local cartels, as described 
in chapters VIII and IX of this report. The international agree- 
ruents were developed partly as instruments to deal with the problems 
listed by the industry spokesman. These forces were conditioning 
and limiting factors that determined the form of application and 
the effectiveness in each case of the cartel arrangements under “as is.” 

It would be difficult indeed to list many of the cartels described in 
this chapter under the categories listed by the industry spokesman. 

The assertion that local customs and usages determined the growth 
and form of the marketing cartels must also be questioned. In this 
regard the significance, efect, and form of the local marketing ar- 
rangements of the 1930’s is much the same as that of the international 
“as is” agreements.'^'* The international “as is” agreements largely 
determined the character of local cartelization. Local cartel arrange- 
ments pursuant to the “as is” agreements were themselves largely 
determinative of the customs of the trade. 

By this he meant, as he subsequently testified, ibid., p. 148, agreements not prohibited 
by law. 

■'* See p. 274. 
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CHAPTEEX 

PRICE DETERMINATION IN THE INTERNATIONAL 
PETROLEUM INDUSTRY 


INTEODTJCTION 


The preceding chapters have described the degree of control over 
the world petroleum industry held by the seven major international 
oil companies, their participation in joint-ownership ventares, as m 
the Middle East, their control over sources of supply through contracts 
among themselves for the purchase and sale of crude oil, as the 
Middle East and Venezuela, their development of world-wide produc- 
tion and marketing agreements, and the application of these a^ee- 
ments in specific countries. Moreover, it has been shown that these 
major oil companies, through the high degree of concentration of 
control, through direct ownership, through joint ownership, through 
purchase and sales contracts, and through production and marketing 
agreements, have been able to limit production, divide up markets, 
share territories, and carry on other activities designed to stabilize 
markets and control production. . n j 

In addition, the international petroleum companies have follpwed 
a system of pricing which has had the effect of eliminating price differ- 
ences among themselves to any buyer at any given destinatmn point. 
Under this system the delivered price to any given buyer is exactly 
the same regardless of whether he purchases from a nearby, low-cost 
source or from a distant high-cost source. While the delivered price 
from all sellers will be different at one destination point as compared 
with another, reflecting largely differences in freight costs, their de- 
livered price at any given destination point will be exactly the same. 

This systematic elimination of price differences has been achieved 
through the establishment and observance of an international basing- 
point system, generally refered to as “Gulf -plus.” In recent years the 
system has undergone a number of minor modifications. Nonetheless, 
since each of the major companies has usually obprved these modi- 
fications, the system’s ultimate effect upon any given buyer has re- 
mained the same— the elimination of price differences as among the 


various sellers. ' . , „ xi. i. 

Under basing-point systems the quotation by sellers, no ma,tter where 
located, of identical delivered prices at any given point of destination 
is arrived at in the following manner : A particular producing center- 
( or centers) is designated as “the base point,” at which a base price 
is established. The various sellers then arrive at a delivered price by 
adding to the “base price” the freight charges therefrom to the point 
of destination. Those sellers who are located nearer to the buyer than 
the “basing point,” reap the advantage of “phantom freight — i- ©o 
the difference between their actual freight charges to tlm buyer and the 
freight charges from the “basing point” to the buyer. Similarly, those 
sellers who are located farther from the buyer than the “basing point 
have to “absorb” freight— i. e., th«v have to absorb the difference 


23641 — 52 - 24 
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between their actual freight chai’ges to the buyer and the freight 
charges from the “basing point” to the buyer. 

As can thus be seen, the starting point in the operation of a basing- 
point system is the establishment of the “base price” at the “basing 
point.” Hence, the first step in discussing a basing-point system 
should be an examination of the adequacy and representativeness of 
this price. In the international petroleum industry the “base point” 
has generally been United States Gulf, and the “base price” established 
at United States Gulf has been derived from an American trade 
journal, Platt’s Oilgram. 

PEIOi EEPOKTING IN THE OIL INDUSTRT 

The trade journal from which the “base prices” are dei'ived in the 

g etroleum industry is Platt’s Oilgram Price Service published at 
leveland, Ohio. It has been appropriately described by an industry 
source as “the framework on which this complex international price 
structure is carried.” The same source fuither described Platt’s price 
reporting service as follows: 

* * ♦ this Is a dally publication of oil prices in the United States, both for 

the home market, where quotations are given at a number of important sources 
of supply and centers of conaumplion, .and for the export market where prices 
are quoted f. o. b. the major oil ports. » « » 

Most long-term sales contracts of petroleum products are linked throughout 
the world, to Platt’s f. o. b. prices, and the price fluctuates directly in proportion 
to the changes in Platt’s. 

Even ivlicre, for any special considerations, the price of a product is not the 
same, price that it would have been if it had 6ec«. shipped from the United, States, 
allowing for freight charges, it is frequently the practice, in a contract whicli is- 
to spread over a period, to link the price to the Platt’s prices of a grade selected 
for reference purposes. This means that even if the sale is not originally 
directly related to the United States price * * * it is usual in international 

trade to allow subsequent fluctuations of that price directly in proportion to the- 
movements in Platt’s.* 

It is these widely circulated Platt’s price quotations, specifically 
the “seaboard” prices f. o. b. ship at United States Gulf ports for cargo 
lots (20,000 barrel ininimum) of refined products, which serve as the 
recognized “base price” for the determination of uniform delivered 
prices on international sales of refined products. Similarly, Platt's 
quotations of posted well-head prices at Texas crude fields adjacent 
to the United States Gulf coast, to which are added the charges for 
bringing the crude to the Gulf ports, constitute the “base prices” for 
crude oil— i. e., the f. o. b. United States Gulf coast price for crude. 

Crude oil prices, compiled by Platt’s from prices posted at the 
well by leading purchasing companies in each field, appear in Platt 
publications monthly or whenever price changes occur. Eefined 
product prices, however, fluctuate much more frequently than do 
crude oil prices. Eefined product prices are gathered bjf Platt’s 
market reporting organization at key seaboard, refinery, tanker and 
pipeline terminal points, and at major consumption centers of the 
United States,^ and are published daily in Platt’s Oilgram Price 

^ The Price Structure of the Oil luduRtry, l)y R. C. Porten, published in Oil, house otshti 
. ot the Manchester Oil Refinery. Ltd., Enjrland. vol. I. No. 6 — reprinted in a special sup- 
plement to Platt’s Oilgram Price Service of October 24, 1949. [Italics added.] 

2 Platt’s covered only domestic prices until February 1, 1950, v/hen for the first time- 
it initiated daily publication of bunker grade fuel oil prices a't 44 foreign seaports “from 
London to Capeto-wn, from Calcutta to Rio de Janeiro.” All are prices of Esso Export 
Corp., (Standard Oil of New Jersey subsidiary^ its affiliates and companies with -whom 
arrangements for deliveries can be made through Esso Export, as published In the latter's 
Marine Fuel Oil Price Bulletin. 
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Service and weekly in the National Petroleum News. Daily re- 
lined pi'oduct prices carry in the parlance of the industry “high,” 
“low,” “mean,” or “average” of Platt’s quotations to cover the range 
of different prices quoted by sellers at any one time in a given market 
for each refined product.^ 

Since world prices for refined products are based on Platt’s, the 
following characteristics of Platt’s price quotations for refined prod- 
ucts should be noted : 

1. The prices published are “sales prices or quotations or general 
offers or posted prices” reported to Oilgram by refiners, and byprod- 
uct pipeline and tanker-terminal operators. These are confined to 
“open spot” transactions and do not include : 

(a) Prices arrived at by discounts off a specified price or “mar- 
ket date of shipment.” 

(J) Prices named in contracts or prices arrived at in accord- 
ance with any arrangements made prior to date of sale. 

(c) Prices made to brokers. 

{d) Prices in “inter-refinery” transactions. 

2. During periods of shortage, as in 1947-48, some or all sellers 
withhold public quotations to new customers or the posting of firm 
prices, giving Platt’s Oilgram only those prices which they otherwise 
would quote to the trade in general and which they confine to regular 
customers. 

3. Parenthetical figures before and after the prices indicate the 
number of companies in the Phitt sample that quote the loi\ s and highs 
of the price range. For the most part, only one company appears to 
have qiioted the low and the high at the Texas (xiilf coast points^ — with 
no indication whether or hot the prices of a particular company are con- 
sistently used as the low or the high over a long period of time.^ 

These characteristics of Platt’s price quotations raise serious ques- 
tions as to their representative qualit;y and reliability as a barometer 
of price fluctuations and market conditions. In general, the bulk of 
international trade in petroleum products, including United States 
exports, moves under long-term contracts (and mostly between majors 
and their own or each other’s foreign subsidiaries). Yet these trans- 
actions are not covered by Platt’s quotations. Likewise Platt’s does 
not cover long-term contracts in the domestic markets, or discount or 
premium prices, or long-term transactions and exchanges between 
major refiners, or intracorporate transfers between subsidiaries. 

What Platt’s quotations actually do cover is a relatively thin rnar- 
ket, limited to transactions between major or independent suppliers 
on the one hand and independent United States marketers, foreign re- • 
fillers, and importers (not affiliated with any of the majors) on the 
other. Moreover, during periods of shortage the quotations become 
even less representative by recording only what some sellers would 
charge if trade conditions were different. Though they probably ac- 
count for but a minute portion of all refined products moving out of 
United States Gulf coast ports, these quotations are used to establish 
the “base price” on which price levels all over the world are based. 


® Except for tank-wagon prices (usually on smaller than bulk lots sold to dealers and 
gasoline station operators for resale to final consumer), prices are for bulk lots including 
tank car, cargo lots (tanker), barge and truck transport from refinery or terminal in 
largo quantities. 

< Cf. Foreword to Platt’s Oil Price Handbook (annual). 
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Indeed, because of Platt’s practice of sampling in most instances only 
one company for price quotations, a single company (probably one 
of the internationally dominant majors) may, by setting the “base 
price,” determine the domestic and the world price for refined products. 

DEVELOPMENT OE BASING POINT PRICING 

For several decades the international petroleum industry employed 
a basing point system for pricing crude oil and refined products in 
the world’s oil markets. The industry is particularly suited to the 
use of the basing point system because crude oil and refined products ) 

of different intrmsic qualities can readily be reduced to standardized 
commodities. Also the international companies all produce and sell in 
several areas of the world, and the small number of such comi)anies ^ 

makes it easy to maintain a basing point system once it is established. 
Sometimes the industry used a single, and at other times a dual, basing 
point system, but both have been expedient devices to restrain price 
competition among the international oil companies. 

The history of Gulf -plus 

Sometime after 1921 when American output started to expand 
(more particularly since the rapid growth following 1926), “the price 
of oil world-wide came to be traditionally determined by the American 
exporter, that is to say, it was always hitched to the level of American 
domestic quotations.” ® This system, “which enabled Texas-Gulf vir- 
tually to dictate world prices,” ® required the calculation of world 
prices, irrespective of the point of origin, as if the oil had come from 
the United States Gulf. 

The end-product of this system has been that sellers, located at dif- 
ferent points on the globe, quoted f . o. b. prices which, through the use 
of fictitious transportation rates, tended to result in identical delivered 
prices at any given point of delivery, regardless of the differing pro- 
duction or transportation costs actually incurred. A simultaneous 
consequence is that sales made from sources of supply outside the 
United States Gulf area result in net receipts (f. o. b. port of shipment 
prices) varying in amount. For destinations to which transportation 
costs from an eastern supply point (e. g., Abadan or Haifa) were lower 
than from the United States Gulf, the eastern supplier had a freight 
advantage, or “phantom freight.” For destinations to which the sup- 
plier paid more freight than the United States Gulf supplier he in- 
curred a freight disadvantage, reflected as a lower realization at his 
shipping point — freight absorption. 

The practical elimination of differences in delivered prices derives 
from several basic common practices followed by all sellers. These 
include: (1) The common recognition of the United States Gulf as 
the single, governing basing point; (2) the common observance of the 
United_ States Gulf price, as the starting point in the determination of 
the delivered price; (3) the common recognition and use of the price 
quotations appearing in Platt’s Oilgram as the “official” prices at the 
United States Gulf; (4) the common use of standard adjustments for 
differences in quality; and (5) the common use of standard tanker 

H. Frankel, What Price Oil? The International Structure, Oil Porum, November 
1948, p. 438. 

^ Texas-Gulf Eemalns World Price Barometer, Oil Forum, August 1947, p. 201. 
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charges (often differing from actual tanker charges or costs) to be 
added to the basing point priced 

In general, these factors so synchronize the operations of the 
Gulf-plus system that equalized delivered (c. i. f.) prices were estab- 
lishecl for any given ma]or consuming area, irrespective of the source 
of supply. This basing-point system not only linked all Western 
Ilemispherc crude and refined products prices, but also those in Eu- 
rope and the Middle East, directly to the Texas-Gulf price structure. 
As explained by the Director General of the British Ministry of 
War Transport before the Committee of Public Accounts, the system 
operated as follows : 

Before the war the prices at which oil bunkers were sold at ports overseas 
wore Influenced by (I do not say tiiat they were absolutely based on, but in 
ordinary commercial practice they were influenced by) the published f. o. b. 
prices quoted at production centers in the Gulf of Mexico, to which, of course, 
there would be added freight and insurance from the Gulf port to the actual 
bunkering port, in order to give a c. i. f. price. This selling price was applied 
to all the oil sold at a given port, regardless of its actual source of origin. 
So the result was that the effective f. o. b. prices of oil derived from some port 
other than the Gulf of Mexico port differed from the price of the Gulf of 
Mexico by an amount depending on the geographical position of the source of 
origin in relation to the port at which the oil was sold. 

* * * to take an example : If oil were supplied in Bombay from Abadan 

in the Persian Gulf, it would normally show a higher f. o. b. return than the 
Gulf price, becanise of the low cost of freight from Abadan to Bombay on a very 
short haul, that freight obviously being much less than a freight from the 
Gulf of Mexico to Bombay. 

On the other hand, if Abadan oil were sold at some point farther away from 
Abadan than the Gulf of Mexico, then it would normally produce a lower return 
than the Gulf price, and it is this difference in f. o. b. values which was known 
in the Jargon of the trade as the origin differential.* 

This pattern of world oil pricing persisted until 1939 with but few 
minor changes. Though the bulk of Western Hemisphere export 
trade gradually broadened from the United States Gulf to include 
other Caribbean sources (principally Venezuela), this did not affect 


T Precise information as to tanker charges added to the basing-point price from the 
United States Gulf to yield identical delivered prices during the period between World 
Wars I and II is not available. It is known, however, that more than 50 percent of sea- 
going tanlcers wore owned by the major international oil companies and that “a consider- 
able part” of the 40 percent owned by nonoil firms was on long-term charter to the 
“majors,” with the balance consisting of tankers controlled by various governments, and 
ships carrying molasses, oils, etc. In all, it is estimated that not much more than 
10 percent of all loadings were covered by single-voyage charters — a very narrow free 
tanker market, which accounts for the wide and erratic fluctuations in voyage tanker 
freight charges. Time charter rates on the other hand ([which may be arranged for from 
6 months to 10 years and wore tied, up largely by the ‘^majors”) were far less variable, 
ranging during the period 1923-38 between 5s. and 7s. 6d per month per dead-weight- 
ton. As for the tanker fleets owned by the oil companies, their operating costs, interest 
and depreciation are all relatively stable. Further stability In the tanker rates at which 
most international oil shipments moved was introduced by the tanker pool (International 
Tanker -Owners Association) which began to function in May 1936, and continued until 
the outbreak of World War II. This association of virtually all free owners made it 
possible to keep up the standard of rates by relieving the pressure of competing tonnage 
(through payments from a pool to which a part of the earnings per voyage were 
contributed to reimburse owners who laid up their ships). Thus, an additional measure 
of stability was introduced Into the tanker market already largely controlled by the 
“majors,” who agreed not to charter vessels outside the pool. (See P. 11. Prankel, Essen- 
tials of Petroleum, pp. 158-163.) Thus, fluctuations in tanker charges entering into th© 
delivered price quoted customers under the “Gulf plus” system before World War II 
were minimized, thereby minimizing disturbances to the Identical delivered pricing struc- 
ture of the world oil market. After World War II the difficulties introduced by fluctuat- 
ing tanker freights were virtually eliminated through the use of standard United States 
Maritime Commission (USMC) rates, sot up during the war. As will be shown below, 
even after the Maritime Commission’s authority over tanker rates ceased, USMC rates 
were used as purely paper rates because of their convenience as a standard reference 
for the setting of identical delivered world oil prices under the basing-point formula. 

® The Petroleum Times, London, p. 838, December 9, 1944. 
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the use of the Texas-Gulf prices as a world yardstick. As described 
by an authoritative source : 

“The United States Gulf coast price is the world market price because It is the 
main market where oil is exported. The bulk of this oil goes to the Atlantic 
seaboard, as does the bulk of the oil exported from the Caribbean area. So these 
two oils compete on the Atlantic seaboard ; and ns the freight between Gulf coast 
and Atlantic seaboard and the Venezuelan coast and Atlantic seaboard are prac- 
tically the same, the world market price on the Venezuelan coast and on the Gulf 
coast are the same, with the adjustment of import duties.® 

The f. o. b. price for Venezuelan crude at Venezuelan ports to all 
world destinations, whether the United States, Canada, _ Europe, or 
elsewhere, was the United States Gulf price for crude of similar qual- 
ity, less the United States import duty of cents per barrel.^ In 
other words, Venezuelan crude was priecd on the “Gulf-plus” base less 
cents per barrel, leaving the world crude oil price structure firmly 
linked to Texas-Gulf price quotations.^! The prices of refined prod- 
ucts were determined in the same manner. Prices at the United 
States Gulf coast, known as the “low”, “mean”, or “high” of Platt’s, 
were quoted for refined products at Caribbean shipping points. 

The most significant development during the pre-1939 period was 
the advent of a great new center of production in the Middle East, 
which potentially posed a threat to the “Gulf-plus” world pricing 
structure. The major international oil companies, most of whom were 
interested in production both in the Middle East and in the Western 
Hemisphere, were obviously not anxious to jeopardize the “Gulf-plus” 
price structure by competing among themselves in the Middle East, 
or against their own Caribbean supplies. They did not vigorously 
push the development of production from their Middle East conces- 
sions which would have driven their own Western Hemisphere crude 
from Eastern Hemisphere markets. The result was that the impact 


* Memorandum on Behalf of Petitioner, Compagnle Prancalae des Petroles. before the 
Supreme Court of the State of New York in the matter of the application of Compaimie 
Francaise des Petroles, for an order pursuant to secs. 1450 and 1452 .of the Civil 
Practice Act, directing that Pantepcc Oil Co. of Venezuela, C. A., and Pantepec Oil 
Co., C. A., proceed with arbitration and designating and appointing an arbitrator, June 
80, 1949, p. 23. 

Ibid,, p. 81. Though a small amount of Venezuelan crude may be sold to non-United 
States destinations without deducting the 10%-cent duty from the price (i. e., at United 
States Gulf price), most of it moves at the “ex dutw’ f, o. b. price, irrespective of 
destination. This practice has been followed by the industry for over a quarter of a 
century. It has been explained as follows : 

“In addition to the practical problems that would result from any attempt to 
establish and maintain different f. o. b. prices based on destination, and to the reluctance 
of producers who value good will to discriminate among their customers, there Is an- 
other immediately obvious reason why sales for delivery outside the United States are 
not made at a figure 10% cents above the price on sales to United States buyers. Unless 
all ma.ior Venezuelan producers were to establish and maintain such a price differential, 
competition would prevent any one of them from attempting to do so.” Based on testi- 
mony of Max. W. Ball, ibid., pp. 80-81. 

“A notable exception to the “United States Gulf plus” formula before World War 
II was the establishment of a base price, f. o. b. Constantsa, Rumania, during the early 
1930’s. Rumania was the only country (outside of the U. S. S. R.) with an exportable 
surplus of crude produced by a relatively large number of local producers and only partly 
controlled by the majors. However, Rumanian exports, even at their peak, were or suffi- 
cient magnitude to affect only nearby markets. Their prices, “if they wore not mani- 
pulated by the big firms, were adulterated by continuously changing export duties,” 
Frankel, Essentials of Petroleum, p. 140, f. n. 16. Moreover, the Constantsa f. o. b, 
price was not entirely independent of the United States Gulf price, particularly when 
considered in the light of the Rumanian petroleum cartel and Rumania’s participation 
in the international proration schemes of the early 1930’s under which her output was 
restricted and price stabilization attempted. Like the Rumanian exports, Russian ship- 
ments abroad, which expanded materially during the depression period of the early thirties 
to a peak of about 40 million barrels annually, receded to Insignificant proportions by 
.1939, as internal consumption climbed with expanding industrial operations. See Petroleum 
Requirements — Postwar, hearings before Special Committee Investigating Petroleum 
Resources, United States Senate, •79th Cong., 1st sess., pursuant to S. Res. 36, October 
3 and 4, 1945, p. 104. 
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of Middle East production on the prevailing “Gulf-plus” price struc- 
ture was postponed for years by the limitations on the rate of Middle 
East output imposed by the major oil companies. As a British writer 
has summarized the matter : 


to say what would have happened had production in the 
Middle East not been in the hands of companies which had strong Interests in 
the Western Hemisphere, companies like Jersey Standard, Socony- Vacuum, and 
Shell and later on California Standard and the Texas Co., or who. like Analo- 
Iranian, knew better than to go all out on their own.“ 


Consequently, crude (as well- as refined products) continued to be 
priced until the outbreak of World War II as if it came from the 
Caribbean area, with all price competition at every given world mar- 
ket eliminated. Thus the buyer in the Middle East paid the same 
delivered price for oil shipped from Middle East sources as from 
iexas, Venezuela, or any other source of production, with the de- 
livered price of Middle East crude rising and falling with Texas- 
Gulf posted prices. On shipments from the Middle East the netback 
(net realization) was higher the shorter the distance from the Persian 
Gulf and the longer the distance from the United States Gulf to any 
given market. Even though the oil they purchased came from the 
Middle East, Mediterranean buyers continued to pay more for their 
■CTude 1 o. b. loading port than purchasers in Western Europe. Dr. 
hrankel appraised this .price discrimination as follows: ' 


It Is obvious that in a free market with supplies readily available and pro- 
ducers keen to sell, there would eventually be a tendency for only one f. o. b. price 
level to be effective to all destinations. In- the absence of agreements to the con- 
targ this would' be inevitable- as prices in the more remunerative areas would 
by competitive trading, be forced down to almost the marginal level.“ ' 

It is obvious that such price discrimination was possible only if it was prac- 
Hced uniformly by all operators, since otherwise each of the competitors would 
have endeavored to increase his sale in the more remunerative markets a 
tendency which, according to the classical pattern, would have led to such “pre- 
mium being wiped out and a single price being established.” 


A N ew Basing Point — Ths Persian Gulf. 

While the basic feature of the “Gulf- plus” ba,sing point system — 
the quotation of identical delivered prices at any given point of desti- 
nation remained unchanged, a number of minor modifications were 
made in its operation, beginning in the middle of World War II. The 
first of these modifications was the establishment of a new basing 
point at the Persian Gulf for bunker fuel oil. 

During the period following the outbreak of hostilities in 1939, 
military operations in the Mediterranean practically eliminated large- 
scale shipmeiits of Middle East oil to the western Mediterranean and 
western Europe— a type of movement which, under Gulf -plus, in- 
absorption. At the same time, shipments from the 
Middle East to nearby Eastern Hemisphere markets, involving large 
elements of phantom freightj were substantially increased. 

This shift in the geographic distribution of most Middle East oil, 
and the fact ^at the prices paid for that oil now included payments 
for phantom freight, led British authorities to question the propriety 


”011 Forum, November 1050, p. 448. 
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of the Gulf-plus price structure as applied to Middle East oil. In* 
the language of the British Auditor General during the war . 

Before the war the price of oil f. o. b. in the Gulf of Mexico was the generaUy 
hHCJiQ rpffnVitintr the prices of commercial supplies ot oil in the Atlantic 

of the supplier and, when It was nearer, to his advantag . 

The main concern of the British appeared to he with the problem 
of phantom freight and of cross-haulmg engendered by a straight 
Gulf -plus system. This concern is reflected in a further statement 
by the Director General : 

* » » We could no longer accept this origin differential automatically as a 

nrnnpv element in bunker prices In overseas ports, mainly bMause owing to 
th^vltal Mcessity for getting the utmost possible service out of tanker tonnage- 
ii -wns a matter of policy and principle to draw supplies from the nearest a 

Lur“e It was no lZg« a matter of commercial competition It was a 
matter of 'imposed policy that every ton of oil that could be drawn from a near 
source had to be taken from that source, and from »one other. 

The outcome of this British action was the establishment of a sec- 
ond basing point at the Persian Gulf. _ AsAo the level of the base 
price at thei? new basing point, the British Gove™ment whi^^ 
hmg discussions with the oil interests had failed to bring to Efeht the 
actual cost of production at the Abadan refinery agreed to accept 
as the Persian Gulf base price the United States Gulf base price. As 
stated in the report of the Auditor General : 

Tn view of the difficulty of arriving at production costs and in the .^’mwl^dge- 
rhif f n h nrices™ the Gulf of Mexico were controlled by the United States 
Government at levels giving a fair return, tte c<™™ttee -wcepted f o^ 
for Bersian Gulf production centres approximating the f. o. b. prices in tne uuii 

of Mexico.” . 

The dual basing-point system for bunker fuei_, while eliminating a 
highlv discriminatory element of phptom freight, did n^, as the 
Britirfi apparently presumed, eliminate the origin differential. 
Freight absorption and differences in net realization at the Persian 
Gulf continued to exist on shipments to destinations which were 
freightwise closer to the United States Gulf. 1 he basic lesuit of 
the Gulf-plus system continued to be realized, i. e., the quotation o± 
identical delivered prices for each destination regardless ot supp y 
source. 

TM fropriety of the Persian Gulf price ^ • • i, • 

The dual basing point established at the insistanee of the British m 
the Persian Gulf for bunker fuel was extended to apply to other 
refined products and crude oil in 1945. The acceptance of the Gull 
figure as the base price at this new basing point for prude and rennea 
pf oducts came in for sharp criticism, particularly with regard to sales 

' « Adinstraent in Prices of Bunker Oil Supplies, in the (London) Petroleum Times, May 
13, 1944, p. 298. 

Ibid!, The Petroleum Times, London, May 13, 1944, p. 298. 
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to the United States Navy. Behind this criticisni, which found ex- 
pression during the course of a 1947-1:8 congressional investigation 
(popularly known as the Brewster hearings and reports),’-® was the 
belief that costs were lower in the Middle East than in the United 
States and that the United States Government, in purchasing Middle 
East oil, should gain the benefit of these lower costs. The question of 
crude oil prices centered in the negotiations leading to United States 
Navy purchases from Arabian American Oil Co, in 1945 for delivery 
to the French Government nnder the Lend-Lease Act.’® These hear- 
ings were directed specifically into charges that the Navy had paid 
excessive prices for crude oil and petroleum products to companies 
holding concessions in Saudi Arabia and the island of Bahrein, In- 
formation developed at the hearings revealed that the cost of pro- 
duction of Saudi Arabian crude was about 40 cents per barrel, includ- 
ing a royalty of 21 cents. The cost of producing a barrel of Bahrein 
crude, including a royalty of 15 cents, was estimated to bo approxi- 
mately 25 cents per barrel.®® These costs become significant when 
compared with the selling prices of $1.05 per barrel and upward which 
the Navy was required to pay for crude and products from Saudi 
Arabia and Bahrein. 

Arabian iUncrican Oil Co., at that time a jointly owned subsidiary 
of the Texas Co. and Standard Oil Co. of California,®’ held a con- 
cession in Saudi Arabia which was just beginning to develop into an 
important producing area, for which no price policy had been estab- 
lished. But with the end of the war approaching and with the rapidly 
expanding crude production of Saudi Arabia requiring world market 
outlets, it was important for the controlling oil companies to establish 
a price policy for Saudi-Arbian crude and set a precedent that would 
apply not only to future Government sales but to private sales as well. 
As the Navy had made no previous purchases of crude from Aramco, 
it was aware that the first contract would serve as a precedent for 
future dealings in Middle East oil. 

Evidence abounds in the Senate committee hearings that through- 
out the period of protracted negotiations, the aim of the oil company 
was to maintain the principles of the dual basing-point system — 
that is, to establish a base price in the Persian Gulf for crude at the 
same level as the United States Gulf price, thus paralleling the price 
structure for bunker fuel established in World War II at the insistence 
of the British. Thus Aramco offered to supply the crude for $1.05 per 
barrel f. a. s. Persian Gulf, or the same as the United States Gulf price 
for West Texas crude, after allowing for differences in quality and 
cost of moving the oil from wellhead to loading port. The Navy pro- 


« Petroleum Arrangements With Saudi Arabia, pt, 41 ot hearings before a special com- 
mittee investigating the national defense program, United States Senate, 80th Cong., 1st 
sess pursuant to S. Res. 46, March-November 1947, and January 1948 ; and Navy Purchases 
of Middle East Oil, S. Kept. No. 440, pt. 5, 80th Cong., 2d sess., of the same committee, 

The^Navy tvas assigned procurement responsibility for petroleum products under the 

Petroleum Arrangements With Saudi Arabia, op. clt., pp. 24978— 250S2. 

“ Standard Oil (Nov/ Jer-sey) and Socony-Vacuum have since bought a 30- and 10-perecnt 
Interest respectively, in Aramco. The March 1947 conditional contract for their purchase 
of Aranico stoefe became final in December 1948. 

See Petroleum Arrangements with Saudi Arabia, op cit., pp. 25172 and 26412. 
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curement officers “ made an attempt through sources inside and out- 
side Government to determine the reasonableness of the Aramco quota- 
tion. Officials of the Shell Oil Co. and its subsidiary, Asiatic Petro- 
leum, when asked for price information on British-controlled Middle 
East crude, advised the Navy that the British would accept the dual 
basing-point system, with the Persian Gulf base price equivalent to 
the United States Gulf : 

* * * the British would base the value of such crude f. o. b. vessel 

Iran/Iraq on United States Gulf seaboard price for a comparable quality crude." 

During its negotiations with Aramco, the Navy received informa- j 

tion from the Petroleum Administrator for War (PAW) as to the 
cost of production of Arabian crude, accompanied t)y PAW experts’ 
findings that a price of $1.02 per barrel was excessive.^® This informa- 
tion was based on an exhaustive analysis conducted by PAW in 1943 # 

into the costs and proper evaluation of Arabian crude (supplied by 
Aramco to Bahrein Petroleum Co.).^® The analysis had been made 
in order to determine the price to be paid by Defense Supplies Cor- 
poration for 100-octane gasoline produced at Bahrein’s new refinery, 
constructed mainly with United States Government financing. PAW 
cost experts rejected a 1943 evaluation of Arabian crude at $1.02 per 
barrel based solely on equivalent Texas crude price quotations (as 
incorporated by Bahrein in its aviation gasoline-costing calculations) , 
because — 

* * * it appears to us that its comparative value with reference to domestic 
crude is not a proper criterion and because the pretoar sales of Arabian crude 

* * * were at prices considerably lower than $1.20 per barrel. Specifically 

we understand that the company owing the Arabian crude had a contract with 
a Japanese firm calling for the sale of a large volume of this crude at 86 cents 
per barrel f. a. s. the Arabian coast. We further understand that this contract 
was canceled by the Japanese as a result of pressure exerted on Dutch East 
Indian sources of crude oil, and as a result of these factors two cargoes were 
shipped to the Japanese at a price of 70 cents per barrel f. a. s. the Arabian coast. 

We do not believe that these latter sales (or certain other small sales which we ^ 

understand were made for shipment to Mediterranean ports) represent a fair 
index to the market value of the Arabian crude but wc have talccn the position 
that this crude oil should not be evaluated at a price higher than the 86-conts- 
per-barrel figure contained in the large-scale contract referred to abovef^ 

The Navy negotiator’s attempts to obtain substantiating cost infor- 
mation from Aramco’s sales manager were rebuffed on the grounds 
that such data were unavailable. Later the company’s vice president 
testified before the “Brewster committee” that cost fibres were com- 
piled monthly for the directors, and the costs were only 40.6 cents per 

Conductinn negotiations for the Navy was Commander A. A. MacKrille, oiHcer in 
charge of the Purchasing Section, Fuel and Lubricants Division, of the Bureau of Supplies 
and Accounts. Petroleum Arrangements With Saudla Arabia, op. cit., pp. 25161 and 
26162. 

Petroleum Arrangements With Saudia Arabia, op cit., p. 25412. 

“ However, the Brewster committee found that the PAW had no intimation that the 
Navy was negotiating the purchase of oil from Aramco, nor was it advised that the 
Navy was being charged $1.06 for Arabian crude. 

” Both Aramco and Bahrein were owned Jointly by the same companies. Standard Oil 
of California and the Te.'tas Co. 

Equivalent to .$1.25 East Texas crude prices, allowing for quality diPferences. 

“ T^avy Purchases o} Middle East Oil, op. cit., pt. 5, p. 20 [italics added] : 

“With the contingency allowance of 1.26 cents per gallon and other costs evaluated on 
a basis consistent with domestic production and favorable to Government, the 13.75-per- 
gnllon price for the 100-octane aviation gasoline contains an allowance for raw materials 
equivalent to a price of slightly less than 84 cents per barrel for the Arabian crude f. a. s. 
the Arabian coast. While It is impossible to say that this is or is not exactly the proper 
price, we believe it is completely Justifiable, since it is less than the price involved in the 
only large volume commitment entered into prior to the war, namely, 86 cents per barrel” 

(Petroleum Arrangements With Saadi Arabia, op. ait., exhibit No. 2582, pp. 25414-25416). 
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barrel at the time the Navy was required to pay $1.05. Had the com- 
pany disclosed these costs to him, testified the Navy representative, he 
would have refused to pay the quoted price.®® But, confronted by 
Aramco’s uncompromising “take it or leave it” attitude, and informed 
by his superiors the oil was unobtainable elsewhere, the Navy nego- 
tiator felt compelled, because of the urgent need, to agree to the 
company’s original quotation.®® 

In passing, it should be noted that the $1.05 price was not only far 
above Middle East costs and substantially above contract prices on 
previous sales ; it was also well above actual offers to sell to the United 
States Government previously made by Caltex and the Texas Co. 
Thus, in 1941, James A. Moffett, chairman of the board of Caltex 
(jointly owned by Standard of California and Texas _ Co.), offered 
to sell products to the United States Navy at special prices: Gasoline 
at 31/2 cents a gallon, Diesel oil at 75 cents per barrel, and fuel oil at 
40 cents per barrel. Again in 1943, W. S. S. Kodgers, chairman of the 
board of the Texas Co., offered to sell Aramco crude and products to 
the United States Government “at an agreed-upon percentage of the 
going price in the world markets. * * 

The United States Government was an interested party in the 
world pricing of refined products as well as crude. Since 1942 the 
United States Navy had made substantial purchases of refined petro- 
leum products from the subsidiaries of American companies operating 
in the Middle East, and the products were lifted by the Navy’s own 
tankers. From early 1942 until the middle of 1945, Caltex was the 
chief Navy supplier of Middle East products at special contract prices, 
somewhat below United States Gulf f. o. b. quotations. ^ But the 
acceptance of the $1.05 crude price established a dual basing point 
for crude oil and had a precedent-setting effect upon the prices of re- 
fined products in the Middle East. This is indicated, for example, by 
the prices called for in the initial contract for refined products from 


Ilowovor, the overriding consideration, as stressed in the Navy’s official “jnstiflcatlon’ 
for recommending acceptance of the $1.05 price asked, was an alleged 21 cents per barrel 
Increased royalty to the Snndi Arabian Government, which was actually not being paid. 
The official Navy report said : “This group [various executives of Aramco and its parent 
companies] stated that they considered the original pricing of crude oil for 100-octane 
aviation gasoline for the Defense Supplies Corporation — that is, January 1943 — a reason- 
able and adequate jnstiflcatlon for contractor’s quotations to Navy, particularly since 
current royalties to the King of Arabia are now totaling approximately 42 cents per barrel, 
as compared to the former 21 cents per barrel applicable during the period of negotiations 
of the DSC contract. In addition, it was reported considerable pressure is being placed 
on Arnh’an American to fiu’ther increase such royalty” (Petroleum Arrangements With 

or 'its parents denied making the statement that the royalty 
had increased, the Navy report written by Lieutenant Bodenschatz (associated both before 
and after his Navy service with the General Petroleum Corp,, a wholly owned subsidiary 
of Soconv-Vacuum) speaks of current royalties having increased 21 cents since the PAW 
analysis ‘of the Bahrein-DSC contract in 1943. Commander MacKrille (with the Shell 
Oil Co since 1930 except for the period of his Navy service), who conducted the negotia- 
tions for the Navv with the oil company officials, apparently never read the typed report, 
claimed some “mistake” in “Lieutenant Bodenschatz’s understanding of what I said, or 
In transcribing*' re the royalty increase; but he recalled that Mr. Denham, sales manager 
of Aramco, toid him the royalty might be doubled and the company was under pressure to 
Increase It As the testimony revealed that no increase in royalty had actually taken 
place, the committee found that the lustlfication for an increase In Arabian et-nd^ 
to $1.05 per barrel “was based on Incorrect facts and was entirely without foi^datlon. 
(See Navy Purchases of Middle Bast Oil. op. clt.. pp. 20-21 ; and f^catlmony in Petroleum 
Arrangements With Saudi Arnbia. op. clt., pp. 25148—26158 ‘^nd 25181-25182.) 

3MNavy Purchase of Mlddh« East Oil, op. cit., pp. 19-22.) The Brewster committee 
found that “The testimony Indicated cicarlv that the Navy officers were far from diligent 
in socking cost records from Aramco. Millions of dollars might have been saved the tax- 
pavers had the Navy Insistod on or demanded the cost figures prior to the execution of the 
contract for $1 05 per barrel of crude oil. This failure established a ‘bottom price’ for that 
commodity, and it has romninod ns a basing price since in all other procurements from 
the Arnhinn oil fields’’ (p. 23). 

Ibid., pp. 4 and 12. 
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Aramco’s new, modern refinery at Ras Tanura, Saudi Arabia. En- 
tered into on September 13, 1945, at the time when petroleum prod- 
ucts were in critical short supply, the refined products contract called 
for f. o. b. Eas Tanura prices on SO-octane motor gasoline (614 cents 
per gallon), fuel oil _s]Decial ($1.05 per barrel), and Diesel oil ($1.68 
per barrel) the minimum United States Gidf -coast prices for prod- 
ucts of similar grades in tanker lots'' 

As the Brewster committee concluded : 

It was agreed by the Navy representatives that the first contract for $1.05 for 
crude was largely determinative in the fixing of these prices. In its first sale 
of neflned products, as in the sale of crude oil, Aramco did not furnish these 
products at the prices quoted in the Moffett offer of 1941 nor at “prices well 
below world prices” as set forth in the 1943 Rodgers proposal. In fact, the 
prices were much higher than those the sister corporation, Oaltex, had charged 
in prior years. The latter corporation furnished from Bahrein’s refinery fuel 
oil special for 85 cents per barrel and Diesel oil at $1.25 per barrel from May 
394.2 to July 1944, and had supplied the Diesel fuel between March and July of 
1945 at $1,571^ per barrel. 

Oaltex was solely a marketing agent and had been in that part of the world 
for sometime. Aramco, a virtual newcomer in the marketing field, on its first 
major transaction with the Navy, established the United States Gulf coast price 
for the Persian Gulf area. This action by Aramco had a marked effect. Cal-Tex 
in its next 'Navy contract commencing October 1, 19^/5, closed at prices identical 
with the price established by the first Aramco contract.”^ 

For the entire period between January 1942 and June 30, 1947, 
Caltex and Aramco, both owned jointly by Standard Oil Co. of Cali- 
fornia and the Texas Co., sold approximately $70 million worth of 
petroleum products to the United States Navy. This valuation was 
about $38.5 million higher than would have resulted from the special 
prices proposed under the wartime Moffett proposal.®'‘ 

In all, it is evident that had prices in the Middle East been deter- 
mined by competitive influences bearing some relation to the low cost 
of production of Middle East oil, substantial savings could have been 
effected by the United States Government on Navy purchases. In- 
stead, with Middle East suppliers using as their base price the United 
States Gulf figure, the difference between the low cost of Middle East 
production and the far higher costs in the United States Gulf output, 
was intercepted by the major oil companies, operating in the Middle 
East. 

CRUDE OIL PRICING AFTER WORLD WAR II 

Until the end of World War II, developments affecting the world 
crude oil price structure were similar to those affecting the pricing of 
refined products and the discussion of these developments was pre- 
sented simultaneously in preceding sections. However, since the 
end of World War TI the story of crude oil pricing departs consid- 
erably from that relating to refined products. Accordingly, the dis- 
cussion of crude oil pricing and refined products pricing in the post- 
war period will be divided into separate sections. One will deal with 
crude oil and the other with refined products. 

Increases in Production and Prices in the Middle East 

Immediately following the war two significant developments pro- 
foundly affected the world crude price structure. The first was the 
expansion in Middle East output; the second was the rapid series of 

’“Navy Purchases of Middle East Oil, op. cH., p. 23. fltalics added.l 
Navy Purchases of Middle Bast Oil, op. cit., p. 23. [Italics added.l 

« Ibid. p. 24. 
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crude price increases in the United States which were soon reflected in 
hinhCT prices for Middle East oil. 

With regard to the former, Middle East crude output increased from 
■1:.8 percent of total world crude production in 1940 to 12.2 percent 
by 1948. Once the critical supply shortages of 1945-47 began to ease, 
this increased flow of Middle East crude could only be absorbed in 
the major consuming areas of western Europe, and later the United 
States. 

The need for finding western European and United States markets 
for Middle East crude led to a change in the world pricing structure. 
As has been noted, a now basing point, with a base price equal to 
United States Gulf, had been established during the war at the Persian 
Gulf. Although this dual basing point system eliminated phantom 
freight on shipments of Middle East crude to the eastern Mediter- 
ranean, it tended to prevent shipments from the Middle East to the 
western Mediterranean, to western Europe, and to the United States. 
Under the dual system as it then existed, deliveries of Middle East 
oil westward beyond the mid-Mediterranean (i. e., southern France, 
western Europe) required the absorption of freight, since the United 
States Gulf was nearer ( f reightwiso) to those markets than the Per- 
sian G;ulf. Thus, as long as their system remained, the companies 
operating in the Middle East were faced with the prospect of having 
to absorb freight and take a lower net price in disposing of their 
rapidly expanding output in the markets of western Europe and the 
United States. Modifications of the basing point system which would 
permit a freer movement of Middle East oil into western markets 
seemed to be in order. 

The second postwar development affecting the world crude price 
structure was the rapid series of increases in the United States Gulf 
crude price — to which world crude prices were linked — followina; 
the lifting of OPA controls. 

The upward spiral in Middle East prices, reflecting these increases 
in United States Gulf prices, began with an action by Aramco raising 
its Persian Gulf price for the contract period December 1946-March 
1947, from $1.06 to $1.17-$1.23 (depending on gravity) for crude oil 
sold to the Navy for UNNRA. For a time nonuniform Persian Gulf 
crude quatqtions prevailed, as Caltex,^’ Socony- Vacuum and Esso 
Export raised their Middle East crude oil prices at different times, in 
a lagging pursuit of the rapidly rising American crude oil price level.^^ 

On December 6, 1947, just 5 days after the last 50 cent increase in 
United States crude prices, Esso Export, a newcomer in the Persian 
Gulf, raised its Persian Gulf crude prices to a record $2.22 per barrel 
on shipments to Italy — 93 cents above the previous high of $1.29.**® 


“A subsWlary of Bahrein I'clroloiim, marketing Middle East oil produced for the account 
California and the Texas Co. by Bahrein and Aramco. 

33 Subsidiary of the Standard Oil Co. (New Jersey). 

Absolute increases in f. o. b. 1‘ersian Gulf prices may not have kept precise pace with 
t AmoUcan crude prices because of tlie contractual manner by which 
lndustr.y related the two. The usual contract for Middle East crude carries an "escalation’* 
clause specifying that the f. o. b. Ras Tannra price shall be adjusted upward or downward 
a't.t'****** change of east Texas crude and west Texas sour crude (adjusted 
for differences in API gravity). At times the contract calls for escalation to start only 
certain price level is reached In the United States. ^ 

Standard Oil Co. (New Jersey) through Its subsidiary, Esso Ex- 
® leader In pricing of Persian Gulf crude took place shortly after Standard Oil 

agreed to buy Into Aramco (upon settlement 
of ctaims of certain IPC partners), and Trans-Arabian Pipe Line Co. (Tapline) and to 
Aramco and Cal-Tex (under the Interim off-take agreement) specified quan- 
tltles of crude, starting in August 1947. See pp. 110-128. With crude thus made avail- 

the^JSde^pSV pattern ta that a?ea“ 
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Socony followed Esso’s lead in February 1948 wHle Caltex, after 
initially raising its price to $1.59, did not reach the $2.22 level until 
]\Iarch 1948. Before the EGA program was initiated, all major Middle 
East producers had established a uniform price of $ 2.22 f. o. b. Ras 
Tanura, representing an aggregate increase of $1.17 per bai-rel over the 
Jidy 1945 Aramco-Navy contract price. This increase was somewhat 
less than the rise of $1.40 in United States Gulf crude quotations over 
the same period. 

Prices equalized at United Kingdom {the $2.22 price) 

These price increases, culminating in the $2.22 price f. o. b. Ras 
Tanura, were made in such a way as to reflect a new modification of 
the basiiig-point system. Under this modification, delivered prices 
from the Middle East and the United States were “equalized” at the 
United Kingdom. This result was readied through the use of a rather 
complicated pricing formula ; to the United States crude price was 
added the United States Maritime Commission freight rate from the 
United States Gulf to the United Kingdom, from which was then 
deducted the United States maritime freight from Abadan to the 
United Kingdom. In other words, this formula calculated the net 
realized price accruing to Middle East oil when delivered pnccs were 
equalized at the United Kingdom, and fixed the f. o. b. price at Ras 
Tanura at this figure. , , , . ■ ^ . 

Theoretically, the change from the old dual basing point system, 
with the Persian Gulf base price the same as the tFnited States Gulf 
base price, to a Middle East price equalized in England with compar- 
able Caribbean crude should have meant a decrease in the Persian 
Gulf f. o. b. price. Under the old dual basing point system, the point 
at which the Persian and United States Gulf prices were equalized 
was the mid -Mediterranean. The change of this point of equalizatmn 
to England would theoretically have meant a reduction in the Persian 
Gulf f. o. b. price. , 
This change in the method of determining the Persian Gulf t. o. b. 
price did not actually result in a price reduction, however, becaii^ its 
effect was more than offset Iw the rising level of United States Gulf 
prices, to which the Persian Gulf price was linked. Thus, the increase 
in the Middle East price to $2.22 represented the effect of both of these 
price factors: {a) It incorporated a theoretical downward adjustment 
resulting from the equalization of the delivered price at Groat Britain 
instefid of fit the mid-Mediterranetiii 5 and (&) It raised the Persian 
Gulf base price to a much higher level than before, reflecting the in- 
creases which had taken place in the United States Gulf price follow- 


“Utiii'-rt States Maritime Commission tanker rates wm-e cstabiishecl short y alter 
World War II by the Maritime Commission for its then sizable tanker fleet. Current 
freisrlit rat s” on the spot tanker market, and tanker rates cluirRcd by the ma.ior oil com- 
mniea for their own huge tanker fleets fluctuate siibatanOally above and below the pSMC 
rhes The bitter nevertheless, have been used as standardized rates to achieve equal- 
ized” de’lvered prtcos in the major markets under this and simceeding price formulas. 

’^^40 Tile amount of this reduction would have been equal to the sum of (a) the ainount of 
the rcdiiet'vui 'n euu.allzed prices occasioned by siiitting the Gulf-plus point of equalization 
from the r'hlModiterranean to Engiand, and (b) the amount ot mcrcafted freight costs 
oil Persinn OnlC oil occasioned by the, fact that the point of equalization w.a.s now more 

*^'S!c'n'mnb''"/ssunie that^tlm Gn'f export price Is $2 and that the freight 

rates min' i lie United States Gulf to the mid-Medltcpnnean and to hmglainl are, 

$n2n .''nd 0.1,5. Assume further that the freight rates from the Persian Gulf to the 
mid-Mednei-aneau is .$0.25, and to England, $0.30. Then, if prices arc equalized at the 
inid-Medll "-anean, the equalized price would be $2.20 and «ie Persian Gulf f.o.b. price 
nniihl be ' o ”0 less .$0 25, or $1.95. If the point of equalization is shifted to England 
Cwever flnT.'iualized prl/e becomes $2.15 and the Persian Gulf f. o. b. price becomes $2.15 
less $0.30. nr $1.85. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


THE ESTTERNATIONAL PETROLEUM CARTEL 363 

iiig the lifting of OPA controls. Thus, although middle eastern 
suppliers had to absorb more freight than before owing to the change 
in the point of equalization, they could well afford to do so because of 
the higher level of the Persian Gulf base price. 

The basic formula by which the $2.22 price was established has per- 
sisted up to the present (October 1951) despite a number of price re- 
ductions in Micldle East crude during the j^ast three years, partly 
induced by the Economic Cooperation Administration. 

Central to the system is the concept of equalizing at a selected mar- 
ket the delivered price of crude from the two major production areas 
with exportable surpluses, the Middle East and the Western Hemi- 
sphere, particularly Venezuela. A second common element in the sys- 
tem is the use of USMC freight rates in calculating what Middle 
East price will yield identical delivered prices at the selected market 
area. Plowever, actual freight charges, as will be shown below, vary 
widely from the USMC rates, thus adding an element of artificiality 
in any delivered price based thereon. Moreover, the system, by main- 
taining a fixed relation between Persian Gulf and American domes- 
tic crude price levels, insures that Middle East prices will remain 
firmly linked, in their fluctuations and in their general level, to 
United States Gulf prices. Finally, the formula preserves the es- 
sential characteristics of all basing-point systems — the quotation at 
any given point of destination of identical delivered prices from all 
sellers, regardless of whether they were located in the Middle East, 
Venezuela, the United States, or elsewhere. 

Change in freight rate ( the $2.03 -price ) . — Since the establishment 
of the $2.22 price, the f. o. b. price for Middle East oil has undergone 
a number of reductions, most of which have occurred as a result of a 
change in the equalization point or in the route of shipments cal- 
culated under the formula. 

The uniform $2.22 price at the Persian Gulf continued until May 
1948, when Caltex, at that time the largest single marketer of Middle 
East crude, cut the price 19 cents to $2.03 per barrel of 36° (API) 
Arabian crude. By November 1948 all of the major oil companies 
were charging $2.03 as the prevailing market price on the Persian 
Gulf.« 

This price reduction from $2.22 to $2.03 involved nothing more 
than the substitution of a slightlv lower Caribbean to United King- 
dom freight rate in place ot the tJnited States Gulf to United King- 
dom freight (both at USMC rates) , as well as a change in loading ports 
from Abadan to Kas Tanura.^^"’ The point of equalization continued 
to be the United Kingdom. As Eugene Holman, president of the 
Standard Oil Co. (New Jersey), explained it : 

Our announced f. o. b. prices for crude-oil supplies at the eastern Mediterra- 
nean or Persian Gulf are equivalent to the Caribbefm price for crude plus freight 
at published United States Maritime Commission rates from the Caribbean to 
western Europe less freight on ttie same basis from either the eastern Mediter- 
ranean or the Persian Gulf depending on the supply point to western Europe,*’ 

« Unlike Caltex, the other majors failca orijflnally to al’o v for the quality difEerontlal 
arising from the fact that refinery yields of Arabian crudes run approximately 4 cents less 
than Ofleiana (Venezuelan) or west Texas sour crudes 'n tn'ins of product value. Taking 
these into account reduces the ,$2.07 price for .16° (API' Arabian crudes to $2.03 based 
on price equalization at the U. K. with Venezuelan crude tietroleuni. The $1.99 price, 
also widely used during this period applied to 34° (API) crude, allowing 2 cents per 
degree of gravity. 

*'> The companies follow the practice of charging the same f. o. b. prices at all Persian 
Gulf ports despite dlffieroncea in freights. 

“ Quoted in the Oil and Gas Journal, July IS, 1948, p. BG. 
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EOA pressure {$1.88 price ) : — By the latter part of 1948, with world 
crude production increasing beyond the capacity of markets to con- 
sume at existing price levels, crude-oil production curtailment was in- 
stituted in the United States as well as in South America. As Middle 
East output continued to expand, the Eastern Hemisphere was trans- 
formed from a net deficit importinj^ area from the Western Hemi- 
sphere into an exporting area. Significant quantities of Middle East 
crude began moving to United States eastern seaboard refineries (in- 
creasing from under 600,000 barrels per month in April 1948 to over 
4,000,000 barrels per month by December of that year) at net realized 
prices below those prevailing on shipments to European markets 
which were financed primarily by EGA. 

Beginning in December 1948 and continuing through July 1949, 
crude oil production allowables in the United States were cut back 
each month, until about 1,000,000 barrels daily of United States pro- 
duction had been shut in.*‘^ Production was also reduced in Vene- 
zuela. Although some minor reductions were made in Middle East 
production in the early months of 1949, they were nominal in char- 
acter, representing in some instances no more than an interruption of 
future expansion plans.'^"' In general, most of the downward adjust- 
ment in world cT'ude-oil production was made in the United States 
where costs are, of c.ourse, higher than in the Middle East. For the 
international companies the adjustment thus meant a reduction in 
their high-cost output while production in the low-cost Middle East 
area was maintained at a high level. Moreover, the curtailment of 
production in tlie United States tended to strengthen and support the 
United States Gulf price — the basic underpinning for the Middle East 
price. One observer, in commenting upon the industry’s position in 
early 1949, stated ; 

» * * Witli cut backs in crude-oil production, the industry hopes that it 

will be able to maintain prices » * *. Involved in the ar)parent strategy to 

hold prices, however, is the ability to prevent an excess of crude-oil production 
in Texas and Venezuela, while at the same time expanding the output of the 
Middle East. Although the cost of producing crude oil abroad is much less than 
in the United States, tliere is the chance that imports at the present rate may 
not have a decided influence on prices of any products except heavy fuel oil. 
This is contingent upon the ability of the regulatory bodies of the oil-producing 
states to hold production in check so that a large proportion of the excess foreign 
production may be absorbed here until it can be marketed advantageously out- 
side the United States.'"’ 

Throughout the last quarter of 1948 and for the first quarter of 
1949 imports of crude oil into the United States from the Middle East 
averaged approximately 4 million barrels per month.’*’' 

In this connection, it will be recalled that the costs of producing 
Saudi Arabian and Bahrein crude were estimated in 1946 to be 40.6 
cents and 25 cents per barrel, respectively. The cost of producing and 

II. Rent, No. 2344, Slst Cong., 2d sess., Effect of Foreign Oil Imports on Independent 
Domestic Producers, a report of the Subcommittee on Oil Imports to tho Select Committee 
on Small Business, House of Representatives, 81st Cong., pursuant to H. Res. 22, June 27, 
1950, pp. 36-37. 

44 See Now York Journal of Commerce, April 14, 1949, p. 14-A, and April 22, 1949, p. 11 ; 
also the Oil and Gas Journal, February 17, 1949, p. 77. 

4® United States production declined from 2,020,185,000 barrels In 1948 to 1,841,940,000 
barrels In 1949, a reduction of 178.245,000 barrels. Middle P>ast production, however, 
Increased 94,713,000 barrels in 1949 over 1948. See World Oil, July 15, 1951, p. 52ff. 

4® From Oil Industry Seen in Price Quandary, an article by J. H. Carmical in the New 
. York Times, January 25, 1949. 

4”^ IT. S. Department of Commerce Monthly Report No. FT 110, United States Imports 
for Consumption of Merchandise. 
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gathering Kuwait crude was estimated in 1946 to be approximately 27 
cents per barrel."^ It is significant, therefore, that a major portion of 
the crude oil imported into the United States in 1948-49 from the 
Middle East came from Saudi Arabia and Kuwait, where costs wore 
estimated to range from 27 cents to 40.6 cents per barrel. Further- 
more, as shown in earlier chapters, some of the major imj)orting com- 
panies were restricted as to the quantity of Middle East oil they could 
market in the Eastern Hemisphere. Hence, the pressure to import 
into the United States was increased. 

The establishment of EGA early in 1948 and the allotment of sub- 
stantial sums for the dollar financing of crude oil purchases by Euro- 
pean refineries had made the question of Middle East oil prices a matter 
of public interest and scrutiny.^® More than 94 percent of EGA- 
financed bulk oil shipments to Europe, for the year ending April 2, 
1949, wei'e made by six of the seven major international oil companies, 
nearly all of which took the form of shipments to their own affiliates 
or subsidiaries. For the first time the world oil-pricing structure be- 
came a matter of open public interest and was widely discussed outside 
of the trade press. 

EGA, as well as congressional committees, became concerned about 
a pricing formula under which Middle East crude shipments _ to 
Europe feanced by EGA were netting a higher price f. o. b. Persian 
Gulf than privately financed shipments to the United States.'® The 
lower net prices on Middle East shipments to the United States as 
compared to Europe resulted of course from the greater amount of 
freight absorption involved. As expressed by EGA Administrator 
Hoffman in his statement before the Senate Foreign Eolations Gom- 
mittee on February 17, 1949 : 

KCA has taken the position in respect of offshore procurement that not only 
must each transaction submitted to it for financing meet the American market 

Cable from Jj. C. Stevens to Standard Oil Co. (New Jersey) controller’s department, 
November 20, 1046. 

Sec. 202 of the Foreign Aid Appropriations Act of 1948 (Public Law 793, 80th Cong.) 
prohibits in transactions financed by EGA the “jmrcliase in bulk of any commodities * * ♦ 

at prices higher than the market price prevailing in the United States at the time of 
purchase adjusted for differences in the cost of transportation to destination, quality, and 
terms of payment.” “Market prices prevailing in the United States” have been interpreted 
by the Comptroller General of the United States as meaning “* * any price which 

is within the limits of the quoted prices in the United States at which the commodity Is 
available for export.” The Comptroller General also hold that the prohibition of sec. 202 
“was intended as a general price limitation policy to prevent extravagant spending of 
money approi>rlatcd by the act.” See letter from Frank L. Yates, Acting Comptroller 
General of the United States, to the Administrator, Economic Cooperation Administration, 
August 4, 1048. Tnsertod on pp. 503-506 of Extension of European Recovery, hearings 
before the Committee on Foreign Relations, U. S. Senate, 81st Cong., 1st sess., on S. 833, 
February 1049. 

Sec. 112 (a) of the Eco.aomlc Cooperation Act of 1948, as amended (Public Law 472, 
80th Cong.), obligatos the Administrator to “provide for the procurement In the United 
State.s of commodities * * * in such a way as to (1) minimize the drain upon the 

resources of the United States and the impact of such procurement upon the domestic 
economy, and (2) avoid impairing the fulfillment of vital needs of the people of the 
United States.” More specmcally, the act directs that petroleum and petroleum products 
be procured from sources outside the United States to the maximum exont possible (sec. 
112 (b) ) and obligates the Administrotor to “* * take fully into account the present 

and anticipated world shortage of petroleum and its products * * *” in financing such 

procurement. 

Coupled with these statutory obligations — which emphasize the need for maintaining 
low prices on ECA-flnanced transactions to prevent a diversion abroad of scarce domestic 
supplies and also prevent an Inflationary impact of Marshall plan procurement on domestic 
prices — Is the administrative obligation to take all steps necessary to maximize the use 
of available appropriations. 

To Implement this price policy, ECA regulation 1, as amended, established price condi- 
tions under which payment for programed commodities and services were to be made “only 
for purchases # # * which are made at prices that approximate, as nearly as prac- 

ticable, lowest competitive market prices” (sec. 201, 22 (a) .(1)). 

^ Net-backs on Middle East crude shipments to the United States have been variously 
estimated between $1 and $1.75. See letter from Paul Hoffman to Walter Faust, director 
of Socony-Vaciium Oil Co., Inc., and letter from II. M. Herron, of California Oil Co., Ltd., 
Inserted In Extension of European Recovery, op. clt.. pp. 665 and 669, respectively. 

23041—62 26 
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price test specified In section 202 of the Foreign Aid Appropriation Act, 1949, 
but also that, in general, prices charged on ECA-financed transactions should 
fully reflect competitive conditions affecting the market at the source of the 
commodity. 

^ ^ « lit 

With particular reference to prices of crude oil and petroleum products, EGA 
dispatched on Decern b<}r S, 1948, identical letters to * * * the principal 
suppliers of petroleum .and petrohmm products from offshore sources under the 
European recovery program, clearly stating this Administration’s policy that it 
must be given the benefit of their lowest competitive market prices for these 
commodities.^ 

As import statistics , continued to disclose a growing volume of 
Middle East crude shipments to the United States, the Administrator, 
on February 14, 1949, sent substantially similar letters to Gulf, 
Socony, Standard Oil (New Jersey), and Caltex, questioning the 
disparity in pricing : 

The Administrator’s position was that the price charged on sales of Middle 
Bast crude oil to United States destinations had an important bearing on the 
determination of the competitive market price at Middle East shipping points 
and that since the prices realized on such American sales appeared to be con- 
siderably lower than the prices then being charged on shipments to EGA des- 
tinations, a serious question was presented as to wtiether such latter prices 
reflected competitive market conditions in the Middle East.” 

Confronted with the majors’ position representing these movements 
of Middle East oil to the United States as “temporary and marginal” 
in character, EGA appointed, early in March 1949, a panel of five 
consultants to analyze the entire problem of Middle East crude-oil 
prices. This committee of experts, recognizing that Middle East 
crude supplies were becoming “more than adequate” for European 
requirements, reported late in March that : 

* * * Under these circumstaneea, the present formula by which EGA author- 

izes a maximum price for purchases of Middle East oil, wliich formula was 
based on European needs of Western Hemisphere oil, is ceasing to he justified. 
The adjustment of prices to the developing stipply situation, as frequently hap- 
pens in many markets, may well have lagged behind the emerging supply 
situation.’^ 

While not recommending immediate abandonment of the existing 
price (on the grounds that the large imports of 1948-49 into the 
United States ‘%ere the result of special circumstances not expected 
to recur”) the committee urged that the companies “be asked to study 
the question of bringing present prices into line with the developing 
supply situation” and that “ECA should reconsider the present for- 
mula with a view to the possibility of its early abandonment.” On 
March 25, 1949, ECA, concurring with these conclusions, requested 
the companies to reexamine their prices on ECA-financed crude ship- 
ments to Europe. 

As a result of this pressure, the companies, following the lead of 
Gulf Oil Corp. on its Kuwait crude oil, reduced their price for Mid- 
dle E!ast crude (36° API) to $1.88 per barrel f. o. b. Ras Tanura, ef- 

»• Extension of European Recovery, op. cit., p. 562. Sec also M.arch 1, 1049, letter of 
Paul Hoffman to Chairmnii Sol Bloom appearing on pp. 771-773 of lioarings before the 
Committee on Foreign Affairs, House of Reiiresentatives, 81st Cong., lat sess., on 11. R 
2S62 and H. R. 3748, pt. 2, Fobruary-March 1949. 

Effects of Foreign Oil Imports on Independent Domestic Producers, hearings before 
the Select Committoo on Small Business, House of Representatives, pursuant to H.’ Res. 22, 
pt. 2. November 1949, pp. 527-52A 

Effects of Foreign Oil Imports on Independent Domestic Producers, op. clt., p. 528. 
(Italics added.) 

M Ibid. 


Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 



Approved For Release 2010/04/14 : CIA-RDP57-00384R0007001 30001-2 


« THE INTERNATIONAL PETROLEUM CARTEL 367 


fective April 1949. This IS-cent reduction defies rationalization 
under the formula and appears to have been made for the solo pur- 
pose of improving the industry’s public relations. 


.Prices e(luaMzed at New York {the $1.75 'price) 

Although the substantial movement of Middle East crude oil into 
the United States which began in 1948-49 was characterized by the 
importing companies as “temporary and marginal and by the special 
EGA committee as the “result of special circumstances not expected to 
recur,” the shipments were described elsewhere as reflecting a pro- 
found, substantive change in the over-all world crude supply picture. 
As early as November 1948, Dr. Frankel said: 


» » • Any solution of the Middle East price problem worth our considera- 

tion would, therefore, have to meet certain essential requirements; 

It would have to allow for the fact that an increasing part of the output of the 
Middle East would go to the biggest market in the world, to the United States. 
Under the present set-up, with Western Europe being supplied from the Middle 
East on a “Caribbean plus freight” basis, and the east and southeast of Europe 
■on a “Persian Gulf plus freight” basis, the f. o. b. return from sales to ^c\v 
Vnrir (intl ntber noints similarly situated is lower than the return from markets 


nearer the actual source of supply. 

It is obvious that in a free market, with supplies readily available and 
producers keen to sell, there would bo eventually a tendency for only one t. o. b. 
price level to bo effective for all destinations. In the absence of agreements to 
the contrary, this would be inevitable. * * * , . 

It should therefore, perhaps appear reasonahle to estahUsh quotations from 
the Middle East on an f. o. 6. Persian Gulf basis, which toould reflect the value 
■of the 01-ude if it wore sold o. i. f. New Yorlc.'^ 

About a year and a half later (July 1949) , the major oil (»mpanies, 
led by Gulf, adopted this suggestion, equalizing Middle East with 
Caribbean crudes a,t New York,"" This resulted in a price reduction 
for Middle East oil of 13 cents— i. e., from $1.88 to $1.75 per barrel 
f. o. b. Eas Tanura (36° API crude), _ , • j. n 

The basic method for determining Middle East crude prices, t. q. b. 
Persian Gulf, through the process of equalizing delivered quotations 
with Caribbean-plus delivered prices in a specified market, remained 
unchanged. All that took place was a sliift in the point of equaliza- 
tion from the United Kingdom to the east coast of the United States. 
This eliminated the embarrassing problem of discriminatory, higher 
realized prices for Middle East crude on sales to nortliwestern Europe 

than to the United States. ^ j . 

However, at the time this change was made, it was recognized that 
the use of straight USMC freight rates, as in the previous forrnula 
(under which the $2.03 price was set) , would have resulted in a derived 
Middle East crude price, f. o. b. Persian Gulf, of only $1.30 per barrel. 
The reduction in the Persian Gulf f. o. b. price would thus have 
amounted to 58 cents per barrel instead of 13 cents per barrel. To 
avoid such a drastic reduction, the niajor oil conapanies took copi- 
zancG of the lower freiglit I'atcs provfiilin^ afc tlie time and ba-sed their 
calculations on a “current freight rate” of USMC minus SSy^ fercent., 
instead of the straight USMC rate used in the old formula. This 


MSee Oil Porum, November 1948, p. 457. (Italics added.) Dr. Frankel again called 
attention to tbls euggestlon In the. November 1950 Issue o£ Oil Forum (p. 448). as having 

^“”(imdbbean%’ri?e%U™ USUC rates minus 351/4 percent (or 

United States Gulf price plus freight to Now York at USMC r^es minus So percent less 
lOV. cents import du%) minus freight from lias Tanura to New York at USMC rates minus 
35(4percent=$1.75 per barrel for 38° API- crude, f. 0 . b. Ras Tanura. 
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yielded a $1.75 realized price f. o. b. the Middle East on shipments to- 
New York. 

Virtually all shipments of Middle East crude are made in tankers- 
either owned by or under long-term charter to the major world oil 
companies. The costs of operating the company-owned tankers and 
th6_ rates for long-term charters are far more stable fhan “current 
freight rates” based on single voyages. Moreover, although the 
formula determining the $1.75 realized price to Middle East exporters 
was allegedly based on “current freight rates,” tanker rates, both on 
company-controlled vessels and in the open market, have subsequently 
undergone considerable fluctuations without any accompanying change 
in the $1.7o price. While the avowed purpose of the formula was to- 
enable Persian Gulf oil exporters to realize no more on sales to Europe 
than on exports to the United States, the failure to follow the formula 
in recalculating Middle East crude prices as “current freight rates”’ 
moved upward has resulted in a restoration of the discrimination 
against European buyers (as compared to American buyers) which 
the new formula was designed to remedy. This follows from the fact 
that the formula based on “current freight rates” should yield f. o. b. 
Middle East prices which fluctuate inversely with tanker rates — the 
higher the tanker rates, the lower the f. o. b. price and vice versa. 
From October 1949 to at least October 1950 “current freight rates” 
have for the most part been higher than USMC minus 35i^ percent, - 
and since mid-August 1950 have climbed substantially above straight 
UbMC rates. Cy the middle of 1951 they had reached approximately 
USMC plus 50 percent for company controlled vessels and USMC plus 
150 percent in the open market. Nevertheless the industry kept the 
f. o. b. Persian Gulf price pegged at $1.75, when the use of current 
rates in the formula would have reduced Middle East realization by no 
less than 85 cents per barrel. 

In short, the industry used “current freight rates” when they were 
lower than USMC rates and thereby derived a higher net realized 
price under the formula ; but abandoned “current freight rates” com- 
pletely when they rose above the low point on which the $1.75 was 
based. The action of the majors in pegging the $1.75 price regardless 
of markedly increasing freight rates (both on independent charter 
and company-controlled vessels) stabilized the Persian Gulf price, 
assured uniformity of delivered prices at all delivery points regardless 
of origin of shipments, and resulted in substantially higher realiza- 
tions to all producers on Middle East crude shipments to Europe than 
on shipments from the same area to the United States. 

T he ^'"T apline^’’ price hosed, on the $1.7S ) . — The recent comple- 

tion of Aramco’s Trans- Arabian pipeline (Tapline) and the lifting of 
the lirst tanker cargo from its eastern Mediterranean terminus at 
Sidon, Lebanon, on December 2, 1950, by Caltex raised the question 
as to the proper price for Arabian crude oil f. o. b. Sidon, as compared 
to the $1.75 price f. o. b. Has Tanura on the Persian Gulf. 

ECA had an interest in this question since most of this crude was 
uioving to European nations under ECA financing. The answer de- 
whether the four owners of Aramco and Tapline— Standard 
of California, Texas Co., Standard of New Jersey, and Socony — passed 

**'<^*’^ trough 
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on to the pui’chaser part of the transportation savings resulting from 
the use of the 1,000-mile-long pipeline (with its 300,000 barrels of daily 
■capacity) in place of the 7,000-mile round-trip tanker haul around the 
Arabian Peninsula via the Suez Canal. In October 1947, W. S. S. 
Kodgers, chairman of the board of the Texas Co., estimated tanker 
costs from the Persian Glulf to the Mediterranean to be 45-58 cents per 
'bprel and pipeline costs at about 18 cents.^® In other words the 
pipeline would effect a saving in transportation costs from the Persian 
Oulf to the Mediterranean of about 30 cents per barrel. 

Socony “posted” a price for 36° API Arabian crude of $2.41 per 
barrel f . o. b. Sidon, while Caltex originally set its price at $2.45 and 
Esso at $2.55.®® All three companies started with the $1.75 Persian 
Oulf price, f . o. b. Ras Tanura, and in effect added, at their own intra- 
company rates, the tanker charges from Has Tanura to the eastern 
Mediterranean, including the Suez Canal toll charges.®® This had the 
effect of charging European importers the same delivered price for 
Arabian crude shipped from the pipeline terminus at the eastern 
Mediterranean as they formerly paid for crude hauled all the way 
■around the Arabian Peninsula — ^thereby making the pipeline trans- 
portation charge equivalent to that of a 10-day tanker haul.®^ Within 
few days Caltex and Esso Export reduced their prices to the $2.41 
level posted by Socony. This adoption of tanker charges from Eas 
Tanura to the Mediterranean as the pipeline charge for Tapline 
meant, of course, that none of Tapline’s savings in transportation 
were passed on to consumers.®® 

As of August 1, 1951, ECA had made no judgment respecting the 
:$2.41 f. o. b. Sidon price. But it is reported that ECA has questioned 
the $1.75 f. o. b. Persian Gulf price, upon which the $2.41 price was 


*58 Petroleum Arrangements with Saudi Arabia, op. cit., pp. 24847 and 24887. 

*58 New York Journal of Commerce, December 7, 1050, p. 1. Socony was the only com- 
pany to p^ublicly **post” Middle East prices — a practice It sfartod on November 29, 1950, 
for Ras Tanura, Qatar, and Tripoli. Caltex and Jersey continued their former practice 
of notifying customers of price changes by “telegram.” See New York Journal of Com- 
merce, November 30, 1950, p. 13. 

80 The actual calculations involve adding freight from the Persian Gulf to the United 
Kingdom and subtracting freight at the same rates from the United Kingdom back to 
the eastern Mediterranean. The net diiference represents freight from the Persian Gulf 
to the eastern Mediterranean. The three different Hidon prices arise from the fact that 
■each company applied its own freight rates in making the calculations and that these, 
while closely in line with U. S. M. C. rates, nevertheless differed from each other. Thus, 
Socony used a 2-year time-charter rate which gave a tanker charge of CO cents per barrel 
for shipment from the Persian Gulf to the eastern Mediterranean, calculated as described 
immediately above. Standard Oil of New Jersey used its own Panama Transport rates, 
a combination of tiinc-chartor and singlc-vovage rates, which came to 80 cents per barrel 
or $2.65 f. 0 . b. Sidon. Caltex used the U. S. M. C. rate which came to 70 cents per 
barrel or $2.45 f. o. b. Sidon. All rates included the Suez Canal toll of 18 cents per 
barrel. See the Wall Street Journal, Docembor G. 1950, p. 20; Platt’s Oilgram News Serv- 
ice. December 4 and December 7, 1950; and the New York Journal of Commerce, December 
7, 1950. 

8^ The National Petroleum News of December 6, 1950, p. 30, in reporting on the post- 
ing of Middle East crude prices stated : 

“* * * most sources believe that Mediterranean prices probably will take full ad- 

vantage of tanker freight around the Arabian Peninsula until such time as the total crude 
requirements of European rchnories are available from pipelines terminating in the Med- 
iterr.anean.” 

82 One observer Indicated that if the savings were passed on, the f. o. b. price at Sidon 
would have to he reduced below $2.41, and this would create a two-price system for Persian 
Gulf Oil at destinations in Europe and the Western Ilcmlspnore. It was reported 
that the capacity of Tapline in late 1950 was sufficient to take care of only about 40 
percent of the crude moving from the Persian Gulf west through Suez, while about 00 
percent moved by tanker and, unlike the pricing policies adopted with respect to Middle 
East reffned products, the major American oil companies were represented as being re- 
luctant to adopt a lower Sidon price which would result in price discrimination against 
European customers supplied from the Per.slan Gulf. Of course, if Tapliiie lowered the 
$2.41 Sidon price, Persian Gulf suppliers who shipped to Europe by 'tanker could avoid 
discrimination by absorbing the higher charges but this, it was argued, would result in 
discrimination a^-alnst customers east of Suez. See New York Journal of Commerce, 
November 30, 1950, p. 13. 
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based. It has been stated that EGA, in discussions with the oil 
companies, indicated that the $1.75 price should be rolled back to 
$1.43, the intracompany price at which the foreign owners of Tapline 
(Jersey, Socony, Texas, and Standard of California) were selling 
Middle East crude to their American subsidiaries for delivery into 
the United States.®^ Should the $1.43 price become effective in the 
Persian Gulf, the $2.41 price at Sidon could be reduced without any 
fear on the part of the companies of a two-price system being created 
for Persian Gulf oil at destinations west of Suez. Consumers would 
thus, in effect, get the benefit of Taplino’s transportation savings. 
ECA is reported to be giving serious attention to the $1.43 price, but 
as of August 1, 1951, the $1.75 price was still in effect." 

repined products pricing apter world war h 

Most of the sales of crude oil in international trade, the pricing of 
which has been discussed in preceding sections of this chapter, are 
made by a producing company in one country to closely affiliated, 
often directly controfled, refining and marketing companies in other 
countries. Since this crude must be refined before it becomes salable 
to consumers, these sales of crude are largely in the nature of raw- 
material transfers among functionally differentiated, but financially 
or otherwise closely affiliated, companies whose profitable operation as 
a group depends more on the prices realized on sales of refined prod- 
ucts to consumers than on the prices at which crude oil is transferred 
from one member of the group to another. Since the pricing of refined 
products is so important, it is pertinent to consider the changes in the 
method of pricing refined products since World War II. 

The importance of refined-products pricing took on added dimen- 
sions following World War II with the expansion of both supply and 
demand for Middle East Oil. On the ppply side Middle East pro- 
ducers, particularly the Aramco, Kuwait, and Bahrein companies, in 
which American international companies were financially interested,- 
found themselves with wartime-built refining capacity and crude pro- 
duction with which they might enter the European market. And on 
the demand side reopening of western European markets after the 
war, together with the continuation of Government purchases for 
strictly military and naval consumption presented the prospect of a 
continuing and, in fact, increasing demand. 

General characteristics of the refined products pricing structure 

In the postwar period, refined products, as in the case of crude, were 
priced on the basis of a dual-basing-point system, the basing points 
being the United States Gulf and the Persian Gulf. As is true of 
most basing-point systems, the system used in the international' 

The Oil and Gas Journal, March 8, 1951, p. 62. 

0* As noted above, ECA has not questioned the .$2.41 f. o. b. Sidon price, but ECA 
did intervene to discouruKe an increase in the $2.41 price. Early in April 1951, Socony 
increased the f. o. b. Sidon price 10.5 cents per barrel to $2,576. The price Increase 
was attributed to an Increase In the 2-year tanker charter “award rates” which, as 
noted heretofore, were used by Socony in Its formula for determining Sidon prices. The 
tanker charter “award rates” are established twice a year on April 1 and October 1, 
by a board of Independent brokers in London. When the April 1, 1951, announcement 
showed an increase, Socony raised the Sidon price accordingly and made the increase 
retroactive to April L 1951. However, ECA Intervened and none of the other owners 
of Tapline followed Soconv’s Increase, and on April 16, 1951, Socony rolled back Its 
price to the $2.41 level. See New York Journal of Commerce, April 11, 1951, p. 11 ; 
April 17, 1951, p. 11. 
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petroleum industry involved three characteristics — (a) the arbitrary 
determination of the base price, (6) phantom freight, and (c) freight 
absorption. 

Base frice . — ^As in the case of crude, the base pric^ at the Persian 
Gulf for refined products were the same as the United States Gulf 
base prices, which in turn were taken from Platt’s Oilp’am. There 
was, however, this unusual feature of the system : the base price for 
shipments east of Suez was higher than the base price for shipments 
west of Suez. Until September 1948, the “high of Platt’s” at United 
States Gulf was used as the base price on Persian Gulf shipments to 
China, the “mean of Platt’s” on shipments to all other markets east of 
Suez, and the “low of Platt’s” in shipments west of Suez. On ship- 
ments to China use of the high of Platt’s quotations for shipment 
from the Persian Gulf yielded the highest net realizations to all ship- 
pers regardless of whether the oil originated in the Middle East, the 
Far East or the Western Hemisphere. 

Plumtom freight. — Although, as has been noted, the dual basing- 
point system reduced the amounts of phantom freight paid by pur- 
chasers on shipments from the Middle East, the dual system still 
retained sizable amounts of phantom freight. In the Far East, for 
example, where the Persian Gulf base price plus transportation 
charges determined delivered prices, oil producers located in India 
and the Netherland’s East Indies still continued to enjoy phantom 
freight in delivery to markets that were f reightwise nearer to their 
sources of supply than the Persian Gulf. The same was true in the 
important consuming markets of Europe and Africa commonly desig- 
nated as “west of Suez.” Here Egyptian and European producers, 
who, however, produced and marketed only a fraction of the area’s 
total supply, enjoyed the advantage of phantom freight in selling their 
refined products in markets which were freightwise nearer than either 
the Gulf of Mexico or the Persian Gulf. 

Freight absorption . — At the time the Persian Gulf was made a bas- 
ing point, little Middle East oil, either crude or refined, was moving 
to western European markets and the absorption of freight was thus 
not a matter of any real importance to Middle East producers. But 
as Middle East output rapidly increased following the war, it began 
to press heavily upon the western European markets. Under the dual 
basing point system such shipments of Middle East refined products 
required the absorption of freight, ^ecifically, under this system 
shipments could be made by Middle East producers as far west as- 
Italy without freight absorption. But beyond that point freight 
absorption was required in order to obtain delivered prices identical 
to the delivered prices based on the United States Gulf, with the net 
realized price of course declining as the length of the shipment and 
the amount of freight absorption increased. That is to say, in match- 
ing the delivered prices in western Europe based upon the freightwise- 
nearer United States Gulf base price, the Middle East producer had 
to absorb freight from Italy to the point of destination. As western 
Europe became more and more important as a market for the rapidly 
expanding Middle East output, the necessity of absorbing freight be- 
came a matter of great concern to Middle East producers. Under 
United States Maritime Commission rates, which were used in deter- 
mining prices from both United States Gulf and Persian Gulf, Middle 
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East producers were obliged to absorb freight in amounts ranging 
up to a maximum of $4.35 per long ton on shipments to northwestern 
Europe. Thus, in shipping to Greece, where no freight absorption 
was required, the Middle East supplier realized over twice as much 
as on shipments to northwestern Europe. 

The shift to a Garibhean freight base 

The above pricing practices were followed by the major oil com- 
panies fairly uniformly until June 1948, when Standard of New 
Jersey initiated the practice of meeting “Caribbean plus” prices in- 
stead of “United States Gulf plus” at European markets west of Greece 
for its Middle East product shipments. This meant a slightly lower 
delivered price in western Europe (and hence a slightly lowered net 
realization on Middle East shipments to the same destination) because 
freight rates from the Caribbean to EuroM were somewhat lower than 
those from the United States Gulf. By December 1948, all the other 
major suppliers had substituted the Caribbean for the United States 
Gulf as the basing point for determining the delivered prices for 
Middle East products in European markets. Collaterally, on ship- 
ments east of Suez, Persian Gulf quotations were reduced to the low 
of Platt’s at the United States Gulf. 

Middle East f rices based on 1J8M0 minus 30 'percent 

Until July 1, 1949, petroleum products shipped to western Europe 
from the Persian Gulf were priced by Cal-Tex on the basis of USMC 
rates, and on these shipments Caltex absorbed freight of $4.35 per 
ton. This meant tlrat net realized prices f . o. b. Middle East on ship- 
ments to Europe were reduced by $4.35 per ton below the prices real- 
ized on deliveries to eastern Mediterranean ports. Standard Oil Co. 
of New Jersey calculated its prices for shipments of Persian Gulf 
products to the United Kingdom on the basis of its own intracompany 
freight rates which approximated those of USMC and this resulted 
in freight absorption at times as high as $4.65 per ton. 

Between January and July 1949, tanker rates fell sharply below 
USMC levels. Esso and Cal-Tex company tanker rates followed the 
current “freight rate” market down but lagged somewhat behind. As 
in the crude oil situation, the companies adopted the lower tanker rate 
in determining the amount of freight to be absorbed in calculating 
f . 0 . b. Middle East refined product prices for sales to western Europe. 

Use of a lower freight rate (USMC minus 30 percent) meant a reduc- 
tion in the amount of freight absorbed on Middle East shipments. In 
the case of Great Britain the extent of the reduction in the amount 
of freight absorbed was $1.30 per ton (from $4.35 per ton below United 
States Gulf quotations to $3.05) — or an increase in net realized prices 
of $1.30 per ton. This price structure continued in force for over a 
year despite the fact that actual freight rates, whether single voyage 
charter, long-term contract or company-owned, ranged from slightly 
below to substantially above USMC minus 30 percent. 

EC A reestablished Middle East prices based on straight TJSMG rates 

On September 15, 1950, EGA issued an order which in effect required 
Middle East suppliers in shipping west to use the full USMC rates 
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in calculating delivered prices rather than USMC minus 30 percent.®® 
This action wiped out the savings to the Middle Eastern suppliers re- 
sulting from their action in basing their delivered prices on USMC 
rates minus 30 percent. Under this^ higher freight rate, freight 
absorption rose, and the net realized price declined. 

At the same time, the Middle East oil producers under the order 
went on what might be referred to as a “zone realized price system” 
for the Mediterranean. That is to say, shipments to any destination 
in the Mediterranean were to yield the same net realized price. The 
purpose of this action was to eliminate discrimination in the realized 
'' prices on sales within the Mediterranean area. The realized price 

on shipments to Gibraltar would be the same as on shipments to 
Greece. This was in conformity with ECA’s established, policy of 
f paying no more than the lowest market price for EGA financed goods. 

The lowest market price in this instance was $3.50 per ton below 
United States Gulf quotations for the Mediterranean, and somewhat 
lower to designated western European ports. By applying the $3.50 
per ton freight differential on products to all destinations in the Medi- 
terranean east of Gibraltar, the EGA order had the effect of elimi- 
nating price discrimination against Turkey, Greece, Italy, and North 
Africa. It meant price reductions of approximately $3.50 a ton to 
Greece and nearby countries and $2.10 a ton to Italy and adjacent 
areas. , . , , . 

The western boundary of this “zone” was Gibraltar, to which ship- 
ments required'a freight absorption at USMC rates of $3.50 per ton 
(below United States Gulf Coast quotations) to equalize Middle East 
delivered prices with the delivered prices for products from the West- 
ern Hemisphere. EGA applied the Gibraltar net realized price to 
all destinations in the Mediterranean oast of Gibraltar as the lowest 
competitive market price f. o. b. Arabian ports and Bahrein Island.®® 
In order to equalize Persian Gulf prices with United States Gulf 
prices. Middle East refiners were required to absorb $4.35 per ton on 
shipments to the United Kingdom and Atlantic coast ports between 
Bordeaux and Hamburg. On shipments to Sweden the freight absorp- 
tion was $4.65 per ton, to Denmark $4.75, and to Norway $4.85, all 
based on USMC rates.®^ 

The amendment was attacked in the trade press as “a threat to the 
entire foreign pricing structure, particularly in the east-of-Suez 
market where private transactions were still made at f. o. b. prices 
equivalent to United States Gulf.” According to one trade paper, 

» * * It could virtxially eliminate competition in some other world markets. 

The agency’s requirement that Persian Gulf products must be priced at $3.50 
per ton below United States prices for shipment to some European areas, will 
result in these products arriving in some areas at prices lower than competitive 
products originating in the Gulf of Mexico or Caribbean areas, it was noted. 


® The order was amendment 3 to EGA Regulation 1, Federal Register, vol. 15, No. 185, 

tile price for loadings from Kuwait ports the freight absorption was 
sot at .$4 per long ton and from Iranian ports at .$4.20 a long ton to adjust for higher 
USMC freight charges from those more distant ports in the Persian Gulf. 

« EGA Regulation 1, amendment 5, effective September 1, 1950. 
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The obvious result, it was added, would be that shippers from the Gulf and 
Caribbean would reduce prices, forcing Middle Bast suppliers to make further 
cuts in order to comply with the rule. 

might withdraw supplies 

The probable net result of the downward spiral would be that either the 
Caribbean or the Persian Gulf suppliers would withdraw from the particular 
market, thus eliminating competition to a degree, according: to trade thinking. 

This paradoxical situation is brought about by BCA’s using flat USMC freight 
rates as a basis for designating the price differential between Western Hemi- 
•sphere and Middle Bast oil. However, USMC freight rates rarely, if ever, 
prevail — tanker charters usually being fixed at percentages above or below these 
rates.™ 

The opposition of the major oil companies manifested itself initially 
in their failure to bid on petroleum products sought by the Greek 
government and the Athens Piraeus Electricity Co. under EGA 
nnancing._ It is interesting, moreover, to note that British suppliers 
in the Middle East who were permitted to charge the full United 
States Gulf quotation as Persian Gulf prices, if quoting in their own 
currency, also failed to bid. Of the Athens Public Utility bid for, 
150,000 tons of fuel oil to be submitted by December 7, 1950, it was 
reported that: 

* * * Trade circles, however, were convinced that no bids for shipment 
out of the Middle East, the cheapest supply source for Greece, would be made 
by American companies In this ease either If American firms were held to the 
terms of EOA’s price ruling.™ 

It is significant to note at this point that while the industry refused 
to accept this reduction in Middle East product price on shipments 
to Greece, which involved a relatively small volume of sales, it ac- 
cepted the reduction on a far greater volume of sales moving to 
"western Europe. 

SUMMARY 

The use of the Gulf-plus basing point system, both in its original 
nnd modified forms, to price crude oil and refined petroleum products 
■served two basic purposes of the major ihternational oil companies : 

(1) It eliminated differences in delivered prices among the various 
sellers at any given point of destination, thereby making the selection 
of one seller over another a matter of indifference to the buyer insofar 
as price was concerned. 

(2) It made the relatively high United States Gulf prices the basis 
for both crude oil and refined products prices throughout the world. 

The first break in single basing point pricing occurred during World 
War II when the Persian Gulf was made a basing point with prices 
equal to those prevailing at United States Gulf ports. In 1943, when 
the British Government began buying large quantities of bunker fuel 
in the Persian Gulf for the use of its navy, British officials objected 
to the large amounts of phantom freight involved in buying these 
products on the basis of Gulf-plus and insisted that the Persian Gulf 


« New York Journal of Commerce, August 30, 1961, p. 1. 
« Ibid., November 21, 1960, p. 20. 
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3}e made a basing point. The suppliers thereupon established the 
Persian Gulf as a basing point with base prices for refined products 
equal to those quoted by Platt’s Oilgram for United States Gulf ports. 
Uater, in 1945, on sales to the United States Navy, American companies 
■operating in the Middle East likewise established a Persian Gulf base 
price for crude oil and refined products equal to the United States Gulf 
price. 

Under the dual basing point system thus set up, the point of equali- 
zation, i. e., the point in the important European consuming market 
at which Persian Gulf products and United States Gulf products were 
delivered at equal prices, using USMC transportation charges from 
both basing points, was the mid-Mediterranean — i. e., shipments from 
either producing area beyond that point required the absorption of 
freight. Postwar reopening of western European markets, which had 
been closed to Middle East producers during the war, made this absorp- 
tion of freight important, especially to Middle East producers when 
they sought to supply European markets from their rising production 
of Middle East crude and refined products. 

Between November 1946, when OP A price controls were terminated, 
and April 1948, United States Gulf prices for crude oil and refined 

S roducts moved sharply upward. Persian Gulf base prices for re- 
ned products continued to be equal to those quoted in Platt’s Oil- 
gram, “Platt’s high” being used as the Persian Gulf base for ship- 
ments to China, “Platt’s mean” for shipments to other destinations 
east of Suez, and “Platt’s low” for destinations west of Suez, i. e., 
mainly the Mediterranean and Europe. Thus, the Persian Gulf base 
prices for refined products remained equal to United States Gulf 
prices. 

Advances in the Persian Gulf base price for crude, however, lagged 
behind the advances in United States Gulf crude prices, and finally 
became stabilized at about the end of 1947 at $2.22 per barrel. This 
price, although lower, was tied to the United States Gulf price by a 
definite pricing formula under which the price of crude originating in 
both areas was equalized at the United Kingdom, thereby opening a 
wider market for Persian Gulf oil without absorbing freight under 
the basing point formula. The formula consisted of adding to the 
quoted base price for Venezuelan crude the USMC freight rate to 
the United Kingdom, and deducting therefrom the USMC freight 
from the Persian Gulf. This yielded the base price for crude at the 
Persian Gulf. Thereafter, this formula, sometimes using USMC 
rates and sometimes using lower freight charges when open market 
charter rates fell below USMC rates, was systematically used to link 
the Persian Gulf base, price for crude to the higher base price pre- 
vailing at United States Gulf ports. This same formula was used in 
July 1949 when, in recognition of the fact that Persian Gulf crude 
was moving to the United States in quantity, the point of equalization 
was moved to New York. This established a base price of $1.75 per 
barrel f. o. b. the Persian Gulf (Eas Tanura) which thereafter re- 
mained unchanged up to the time this report was prepared (August 
1951). 
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■ When open market charter rates advanced sharply after 1949, 
application of the formula would have reduced the Middle East base 
price by about 85 cents per barrel. The formula, however, was not 
applied and the Persian Gulf base price remained unchanged. More- 
over, when the Trans-Arabian pipeline from the Persian Gulf to 
Sidon on the Mediterranean was completed in December 1950, the 
f. 0 . b. price $2.41 established at Sidon was based on the $1.75 Persian 
Gulf price plus water freight from Ras Tanura to the eastern Medi- 
terranean, including the Suez Canal toll. In other words the tanker 
transporation charge was made the rate for transmitting crude oil 
by pipeline. This avoided establishing dilferent prices in the eastern 
Mediterranean for oil transported by pipeline and by tanker, but 
it also enabled the companies owning and using the pipeline to keep 
for themselves all savings of pipeline transportation over tanker 
freight. Also, for more than a year after the $1.75 base price for 
crude was established at the Persian Gulf, Middle East refined 
products continued to be quoted at Platt’s Oilgram prices plus what- 
ever freight charges were currently being used to determine delivered 
prices. 

When EGA began financing shipments of refined products it found 
that the use of straight basing point pricing resulted in price dis- 
crimination as between countries to which it financed shipments. To 
correct this, it divided the European market into zones and ruled 
that the price it would pay for Persian Gulf products delivered in 
a given zone would be no more than the realized net-back for Persian 
Gulf products computed by deducting, the USMC rate from the Per- 
sian Gulf to the zone from the alternative delivered price for Western 
Hemisphere oil to that zone. Since USMC rates were higher than 
either company rates or open market charter rates, this reduced the 
net realization of Middle East suppliers of refined products financed 
by EGA. The industry objected strenuously to this reduction. 

Throughout the period under review, the major international oil 
companies have clung tenaciously to the basing point method of pric- 
ing. Regardless of the fact that they modified the single basing point 
system and made other concessions largely as the result of govern- 
ment pressures, the existing price structure is still highly profitable 
to the small number of major international oil companies that domi- 
nate world production. Under the resulting price structure, Ameri- 
can companies operating in the Middle East have made substantial 
net profits on their combined producing, refining and marketing 
operations. Thus, according to the published statements of Standard 
Oil Co. of California and the Texas Co. it appears that these and other 
joint owners of Aramco and Bahrein Oil Co., Utd., realized not profits 
amounting to about 91 cents per barrel of crude oil produced, refined. 
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and marketed by these two companies in 1948 ; 95 cents in 1949, and 
85 cents in 19507® 

These profits were realized under a system of pricing that: _ 

1. Bases delivered prices throughout the world on the relatively 
high United States costs, notwithstanding the fact that this country 
had become a net importer of petroleum. 

2. Uses schedules of uniform freight charges that may not have 
any real relationship to transportation costs actually incurred, es- 
pecially by the major companies that own or control the bulk of the 
world’s tanker facilities. 

3. Is supported and maintained by effort on the part of the mapr 
international companies to adjust production to world demand. J oint 
ownership and- private agreements in foreign countries and the con- 
servation movement in the United States all facilitate these efforts. 

Thus, although a new basing point was established, although the 
point of equalization was changed on several occasions, and although 
other modifications were made, such as the use of arbitrary per- 
centages of USMC freight rates in computing delivered prices, the 


™ It Is necessary to consider the combined net profits of the Aramco and Bahrein com- 
ioanles as a group for the reason that Bahrein refines and Caltex markets large quantities 
of Arameo's crude oil. Aramco does not publish an annual statement and the only pub- 
lished statements available for Bahrein covering the “Bahreln-Caltex group” are for the 
years 1949 and 1950. Standard of California and Texaco, however, in recent years have 
published annually estimates of their respective equities in the net profits of the two 
•companies after adjustments, the nature of which is not specified. These equities are 
proportional to the respective stock holdings of the two compasiles, and, in general, agree 
as to amounts. Lack of large storage facilities makes It necessary for Bahrein and 
Aramco production to be marketed promptly. The following tabulation based on the 
■equities published by Standard of California relates the estimated total combined net 
profits of Bahrein and Aramco to the total crude oil which they produced, refined, and 
anarketed in 1948, 19-49, and 1950. 


Year and company 

Standard Oil 
(OaUfornia's) 
equity i 

Percent 
control by 
Standard 
Oil 
(Call- 
fomia) 

Total esti- 
mated net 
profit 

j 

Crude oil 
produced 
: ' (thousand 
barrels) 2 

Average 
net profit 
per barrel 
(cents) 

1948: 

$28, 181, 773 
24,908, 299 

60 

30 

$66, 363, 546 
83, 227, 663 

10, 915 
142,863 








139, 591, 209 

153, 768 

90.8 

1949: 



30,688,796 
' 34,618,046 

60 

30 

61,377,592 
115, 002, 153 

10,985 ' 
174, 008 


Aramco... 


Total 



176,439,745 i 

184, 993 

95.4 

I960: 

25, 310, 285 
38, 212, 174 

50 

30 

50, 620, 570 
127, 373, 913 

11, 016 
199, 647 








177, 994,483 

210, 563 

84.6 





I Moody’s Industrials, 1951, pp, 2241 and 2244. 
3 World Oil, July 15, 1961, p. 64. 
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essential character of the “Gulf-plus” basing-point system has re- 
mained unchanged. It still fulfills its basic purposes of eliminating 
price differences among sellers to any given buyer, and of making the 
United States Gulf price the piuncipal determinant of the level of 
world prices. As such, it is highly profitable to the international 
companies. By performing these functions, the system serves as a 
highly useful complement to the other types of controls exercised 
over the international petroleum industry by its major companies. 

The propriety of continuing into the future this pricing system has. 
been questioned by industry spokesmen themselves. Thus in de- 
scribing the underlying reasons for deviations from a strict use of 
“Gulf -plus”, Dr. Frankel in 1948 stated : 

During the last two years or so, factors have come up which, severally and 
jointly, have begun to render the erstwhile set-up more and more obsolete: 
firstly, the U. S. A. has become a net importer of petroleum, which makes 
it more difficult to maintain the conception that the U. S. Gulf is, in fact, the 
fountain head of the world’s oil ; secondly, moving Inversely, the Middle East 
crude output has risen to such an extent that it is bound soon to cover the 
Eastern Hemisphere demand and can no longer be considered to be supple- 
mentary in its scope ; thirdly, the repeated Increases in the Domestic American 
price level, which took place in 1947, and which were determined by domestic 
causes, and which may be follow<‘d by further similar moves, have greatly wid- 
ened the gap Letween similarly increased Middle East (and for that matter,. 
Latin American) crude prices and the level of cost of production as it is known 
or as It has been estimated in the past.” 

After considering’somewhat sympathetically the rationalization by 
which Middle East producers still adhere to this system. Dr. Frankel 
called attention to the basic weakness of the argument by pointing 
out that — 

Such conceptions, however rational they may be from the i)olnt of view of 
the operators themselves, do not entirely meet the case when it comes to factm-g^ 
the responsibilities of big com, parties toward, consuming interests.’’' 


" Dr. P. 11. Frankel, What Price Oil, the International Structure, The Oil Forum- 
November 1948, p. 439. 

«Ibid., p. 439. [Itnllcs added.] 
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